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PART |
Item 1. Business
Introduction

Umpqua Holdings Corporation, an Oregon corporation, is afinancial holding company formed in March 1999. At
that time, we acquired 100% of the outstanding shares of South Umpqua Bank, an Oregon state-chartered bank formed
in 1953. We became a financial holding company in March 2000 under the Gramm-L each-Bliley Act.

Through a succession of mergers with VRB Bancorp ($348 million), Linn-Benton Bank ($119 million) and
Independent Financial Network, Inc. ($440 million) in 2000 and 2001, we expanded the company's footprint in

southern Oregon, the Oregon coast and north along the I-5 corridor in the Willamette Valley.

On November 15, 2002, we completed a merger with Centennial Bancorp ("Centennial"), the holding company of
Centennial Bank. Centennial Bank operated 22 branches in Eugene, Springfield, Cottage Grove, and Salem, Oregon,
and in the Portland, Oregon metropolitan areaincluding VVancouver, Washington. The Centennial merger increased
assets by about $840 million and Centennial was successfully integrated into our operations during 2003.

We are headquartered in Portland, Oregon, and engage primarily in the business of commercial and retail banking
and the delivery of retail brokerage services. We provide awide range of banking, asset management, mortgage
banking, and other financia servicesto corporate, institutional and individual customers through our wholly owned
banking subsidiary Umpqua Bank. We engage in the retail brokerage business through our wholly owned subsidiary
Strand, Atkinson, Williams & York, Inc. ("Strand Atkinson"). Along with our subsidiaries, we are subject to the
regulations of state and federal agencies and undergo periodic examinations by these regulatory agencies. See
"Supervision and Regulation.”

We are one of the most innovative community banksin the United States, combining aretail product delivery
approach with an emphasis on quality-assured personal service. We are the largest community bank in the state of
Oregon, currently operating storesin Benton, Clackamas, Coos, Curry, Douglas, Jackson, Josephine, Lane, Lincoln,
Linn, Marion, Multnomah and Washington Counties in Oregon and in Clark County, Washington. At December 31,
2003, we had assets of over $2.9 billion and deposits of approximately $2.4 billion.

Since 1995, we transformed Umpqgua Bank from a traditional community bank into a community-oriented financial
services retailer by implementing a variety of retail marketing strategies to increase revenue and differentiate ourselves
from our competition.

Strand Atkinson is aregistered broker-dealer and investment advisor with offices in Portland, Salem, Eugene,
Roseburg and Medford, Oregon, and Kalama, Washington, and offers a full range of investment products and services
including:

Stocks

Fixed Income Securities (municipal, corporate, and government bonds, CDs, money
market instruments)

Mutual Funds

Annuities

Options

Retirement Planning

Money Management Services

Life Insurance, Disability Insurance and Medical Supplement Policies



Business Strategy

Our objective is to become the leading community-oriented financial services retailer throughout the Pacific
Northwest. We plan to expand our market from Seattle to Sacramento, primarily along the I-5 corridor. Weintend to
continue to grow our assets and increase profitability and shareholder value by differentiating ourselves from
competitors through the following strategy:

Capitalize On Innovative Product Delivery System. Our philosophy has been to develop an environment for the
customer that makes the banking experience an enjoyable one. With this approach in mind, Umpqua Bank developed a
unigue store concept that offers " one-stop™ shopping and that includes distinct physical areas or boutiques, such asa
"serious about service center," an "investment opportunity center" and a"computer café," which make Umpgua Bank's
products and services more tangible and accessible. We opened Umpqua Bank's next generation prototype storein
April 2003 in Portland, Oregon's Pearl District. This new store was an immediate success, building to over $28 million
in deposits at the end of December 2003. Also in 2003, in Eugene, we remodeled the Eugene Main store and we
relocated and rebuilt the Valey River store, completing a project started by Centennial, to fit this new prototype and we
plan to continue remodeling existing stores in urban locations to further our retail vision.

During 2004, we plan to build or begin construction on five new stores: two in the Medford area, one in the Bend
area and two in the Portland area, each of which will incorporate features of our next generation prototype store.

Deliver Superior Quality Service. We insist on quality service as an integral part of our culture, from the board of
directors to our new sales associates. We believe we are among the first banks to introduce a measurable quality service
program. Under our "return on quality" program introduced in 1995, each sales associate's and store's performance is
evaluated monthly based on specific measurable factors such as the "sales effectiveness ratio” that totals the average
number of banking products purchased by each new customer. The evaluations also encompass factors such asthe
number of referrals generated for the sale of investment products, the number of new loans and deposits generated in
each store, reports by incognito "mystery shoppers' and customer surveys. Based on scores achieved, the "return on
quality" program rewards both individual sales associates and store teams with financial incentives. Through such
programs, we believe we can measure the quality of service provided to our customers and maintain employee focus on
quality customer service.

Establish Srong Brand Awareness. Asafinancia services retailer, we devote considerable resources to devel oping
the "Umpqua Bank" brand. This campaign has included the redesign of the corporate logo to emphasize our
geographical origin, and promotion of the brand in advertising and merchandise bearing the Umpgua Bank logo, such
as mugs, tee-shirts, hats, umbrellas and bags of custom roasted coffee beans. The store's unique "look and feel" and
innovative product displays help position us as an innovative, customer friendly retailer of financial products and
services. We build consumer preference for our products and services through strong brand awareness.

Use Technology to Expand Customer Base Although our strategy will continue to emphasize superior personal
service, we continue to expand user-friendly, technol ogy-based systems to attract customers that may prefer to interact
with their financial institution electronically. We offer technol ogy-based services including voice response banking,
debit cards, automatic payroll deposit programs, "ibank@Umpqua" online banking, bill pay and cash management,
advanced function ATMs and an internet web site. We believe the availability of both traditional bank services and
electronic banking services enhances our ability to attract a broad range of customers.

Increase Market Share in Existing Markets and Expand Into New Markets. As aresult of our innovative retail
product orientation, measurable quality service program and strong brand awareness, we believe that there is significant
potential to increase business with current customers, to attract new customersin our existing markets and to enter new
markets.

Umpqua Bank is now the largest community bank in Oregon and we rank among the largest community banks
headquartered in the Pacific Northwest. From time to time, we have discussions with other institutions about the
possibility of acquiring other banks. We plan on pursuing further acquisition discussions and opening new stores to
expand into other markets.

Marketing and Sales

Our goal of increasing our share of financial servicesin our market areas is driven by a marketing plan comprising
the following key components.

Media Advertising. Over the years, we have introduced several comprehensive media advertising campaigns. These
campaigns augment our goal of strengthening the "Umpqua Bank" brand image and heightening public awareness of



our innovative product delivery system. Campaign slogans such as "The Banking Revolution," "Expect the
Unexpected,” and "Different for a Reason" were designed to showcase our innovative style of banking, as well as our
commitment to providing quality service to our customers. Our campaigns utilize various forms of media, including
television, radio, print, billboards and direct mail flyers and letters.

Retail Sore Concept. As afinancial services provider, we believe that the store environment is critical to
successfully market and sell products and services. Retailers traditionally have displayed merchandise within their
stores to encourage customers to purchase their products. Purchases are made on the spur of the moment due to the
products' availability and attractiveness. Umpqua Bank believes this same concept can be applied to financial
institutions and accordingly displays financial services and products through tactile merchandising within our stores.
Unlike many financia institutions whose strategy is to discourage customers from visiting their facilities in favor of
ATMs or other forms of electronic banking, we encourage customers to visit our stores, where they are greeted by well-
trained sales associates, and encouraged to browse and to make "impulse buys." The new prototype store includes
features like wireless laptop computers customers can check out, opening rooms with fresh fruit and refrigerated
beverages, and innovative products like the Community Interest Account that pays interest to non-profit organizations.
We host avariety of after-hours events, from poetry readings to seminars on how to build an art collection.

Neighborhood Stores. To bring financial services to our customersin a cost-effective way, we have created
"neighborhood stores." We build these facilities near high volume traffic areas, close to neighborhood shopping
centers. These stand-alone stores are, on average, approximately 1,100 to 3,000 square feet in size and include many of
the features of the retail store described above. To strengthen brand recognition, al neighborhood stores are nearly
identical in appearance.

Sales Culture Although a successful marketing program will attract customers to visit our stores, a sales
environment and awell-trained sales team are critical to selling our products and services. We believe that our sales
culture has become well established throughout the organization due to the unique facility design and our ongoing
training of sales associates on all aspects of sales and service. We train our sales associates in our own "World's
Greatest Bank University" and pay commissions for the sale of Umpqua Bank's products and services. Construction is
complete on our new training center facility in Roseburg and it will be the site of our 2004 annual shareholder meeting.
This sales culture has helped transform us from atraditional community bank to a nationally recognized marketing
company focused on selling financial products and services.

Productsand Services

We offer afull array of financial products to meet the banking needs of our market area and targeted customers. To
ensure the ongoing viability of its product offerings, we regularly examine the desirability and profitability of existing
and potential new products. To make it easy for new prospective customers to bank with Umpgua Bank and access its
products, we offer a" Switch Kit," which allows a customer to open a primary checking account with Umpgua Bank in
less than four minutes. Other avenues through which customers can access our products include our web site, internet
banking through the "ibank@Umpqua’ program, and our 24-hour telephone voice response system.

Deposit Products. We offer atraditional array of deposit products, including non-interest-bearing checking
accounts, interest-bearing checking and savings accounts, money market accounts and certificates of deposit. These
accounts earn interest at rates established by management based on competitive market factors and management's
desire to increase certain types or maturities of deposit liabilities. We a'so offer aline of "Value Packages' to increase
the number of relationships with customers and increase service fee income. These packages comprise several products
bundled together to provide added value to the customer and increase the customer's ties to us. We also offer aseniors
program, the "Elite Account," which includes an array of banking services and other amenities, such as purchase
discounts, vacation trips and seminars, to customers over fifty years old.

Retail Investment Services. Strand Atkinson, our retail brokerage firm, provides afull range of brokerage services
including equity and fixed income products, mutual funds, annuities, options, retirement planning, and money
management services. Additionally, Strand Atkinson offerslife insurance, disability insurance and medical supplement
policies. At the end of 2003, Strand Atkinson had five stand-alone retail brokerage offices with 54 series 7 licensees as
sales professionals. As of December 31, 2003, Strand Atkinson offices staffed by licensed Strand professionals were
located in eight Umpgua Bank stores. Most Umpqua Bank stores have "Investment Opportunity Centers' that promote
Strand Atkinson's products and services. Licensed Strand Atkinson professionals will make special arrangementsto
meet customersin any of our Umpgua Bank stores.

Private Client Services. Our Private Client Services division provides integrated banking and investment products
and services by coordinating the offerings of Umpgua Bank and Strand Atkinson in serving high value customers. The



"Prosperity" suite of products includes 24-hour access to a private client executive, courier service, premium rates on
deposit and loan products, brokerage accounts and portfolio management.

Commercial Loans. We offer specialized |oans for business and commercial customers, including accounts
receivable and inventory financing, equipment loans, real estate construction loans and permanent financing and some
SBA program financing. Additionally, we offer specially designed loan products for small businesses through our
Small Business Lending Center. Commercia lending is the primary focus of our lending activities and a significant
portion of our loan portfolio consists of commercia loans. We provide funding for income-producing real estate,
though a substantial share of our commercial real estate loans are for owner-occupied projects of commercial loan
customers and for borrowers we have financed for many years. For regulatory reporting purposes, some of our
commercial loans are designated asreal estate loans, because the loans are secured by mortgages and trust deeds on redl
property, even though the loans may be made for purposes of financing commercial activities, such as accounts
receivable financing and inventory and equipment purchases.

Real Estate Loans. Real estate loans are available for construction, purchase and refinancing of residential owner-
occupied and rental properties. Borrowers can choose from a variety of fixed and adjustable rate options and terms.
Generally, we originate residential real estate |oans as an accommodation to our customers and we sell most mortgages
into the secondary market. Real estate loans reflected in the loan portfolio are in large part loans made to commercial
customers that are secured by real property.

Consumer Loans. We also provide loans to individual borrowers for avariety of purposes, including secured and
unsecured personal loans, home equity and personal lines of credit and motor vehicle loans.

Competition

The geographic markets we serve are highly competitive for both deposits and |oans. We compete with traditional
banking and thrift ingtitutions, as well as non-bank financial service providers, such as credit unions, brokerage firms
and mortgage companies. The major commercial bank competitors are super-regional institutions headquartered
outside the state of Oregon, and their deposits represent a significant majority of total statewide commercial bank
deposits. The major banks have competitive advantages over usin that they have higher lending limits and are able to
offer statewide facilities and services that we do not offer.

QOur primary competitors aso include non-bank financial services providers, such as credit unions, brokerage firms,
insurance companies and mortgage companies. As the industry becomes increasingly dependent on and oriented
toward technology-driven delivery systems, permitting transactions to be conducted by telephone, computer and the
internet, such non-bank institutions are able to attract funds and provide lending and other financial services even
without offices located in our primary service area. Some insurance companies and brokerage firms compete for
deposits by offering rates that are higher than may be appropriate for the bank in relation to its asset/liability objectives.
However, we offer awide array of deposit products and believe we can compete effectively through select rate-driven
product promotions. We aso compete with full service investment firms for non-bank financial products and services
offered by Strand Atkinson.

Credit unions present a significant competitive challenge for our banking services and products. As credit unions
currently enjoy an exemption from income tax, they are able to offer higher deposit rates and lower loan rates than we
can on acomparable basis. Credit unions are also not currently subject to certain regulatory constraints, such asthe
Community Reinvestment Act, which, among other things, requires us to implement procedures to make and monitor
loans throughout the communities we serve. Adhering to such regulatory requirements raises the costs associated with
our lending activities, and reduces potential operating profits. Accordingly, we seek to compete by focusing on building
customer relations, providing superior service and offering awide variety of commercial banking products that do not
compete directly with products and services offered by the credit unions, such as commercial real estate loans,
inventory and accounts receivable financing, and some SBA program loans for qualified businesses.

Market Area

We accept deposits and make loans primarily along the 1-5 corridor throughout Oregon in Benton, Clackamas,
Douglas, Jackson, Josephine, Lane, Linn, Marion, Multnomah and Washington Counties, in Southwest Washington in
Clark County, and along the Southern Oregon Coast in Coos, Curry, Douglas, Lane and Lincoln Counties. Asa

community bank, our local focus gives a competitive advantage over our national competitors.

Many of our stores are located in markets that have experienced growth below statewide averages and the economy
of Oregon is particularly sensitive to changes in the demand for forest and high technology products. Currently, Oregon



suffers from one of the highest unemployment rates in the nation as a lingering result of the recent slowdown in those
business segments.

Employees

As of December 31, 2003, we had atotal of 903 full-time equivalent employees at Umpqua Bank plus 75 full-time
equivaent employees at Strand Atkinson. None of the employees are subject to a collective bargaining agreement. We
believe we have a good relationship with our employees.

Government Policies

The operations of our subsidiaries are affected by state and federal legisative changes and by policies of various
regulatory authorities, including those of the State of Oregon. These policies include, for example, statutory maximum
legal lending rates, domestic monetary policies of the Board of Governors of the Federal Reserve System, Unites States

fiscal policy, and capital adequacy and liquidity constraints imposed by federal and state regulatory agencies.
Supervision and Regulation

General. We are extensively regulated under federal and state law. These laws and regulations are generally
intended to protect depositors and customers, not shareholders. To the extent that the following information describes
statutory or regulatory provisions, it is qualified in its entirety by reference to the particular statutory or regulatory
provisions. Any change in applicable laws or regulations may have a material effect on our business and prospects. Our
operations may be affected by legidlative changes and by the policies of various regulatory authorities. We cannot
accurately predict the nature or the extent of the effects on our business and earnings that fiscal or monetary policies, or
new federa or state legislation may have in the future.

Holding Company Regulation. We are registered financial holding company under the Gramm-L each-Bliley Act of
1999 (the "GLB Act"), and are subject to the supervision of, and regulation by, the Board of Governors of the Federal
Reserve System (the "Federal Reserve"). Asafinancia holding company, we are examined by and file reports with the
Federal Reserve.

Financial holding companies are bank holding companies that satisfy certain criteria and are permitted to engage in
activities that traditional bank holding companies are not. The qualifications and permitted activities of financial
holdings companies are described below under "Regulatory Sructure of the Financial Services Industry.”

Federal and Sate Bank Regulation. Umpqua Bank, as a state chartered bank with deposits insured by the Federal
Deposit Insurance Corporation ("FDIC"), is subject to the supervision and regulation of the Oregon Department of
Consumer and Business Services, the Washington Department of Financial Institutions and of the FDIC. These
agencies may prohibit Umpqua Bank from engaging in what they believe constitute unsafe or unsound banking
practices. In practice, our primary state regulator (the State of Oregon) makes regular examinations of Umpqua Bank or
participates in joint examinations with the federal regulator. Areas subject to review by federal authorities include the
allowance for credit losses, investments, loans, mergers, payments of dividends, establishment of stores and other
aspects of operations.

The Community Reinvestment Act ("CRA") requires that, in connection with examinations of financial institutions
within itsjurisdiction, the FDIC evaluate the record of the financial institutions in meeting the credit needs of their
local communities, including low- and moderate-income neighborhoods, consistent with the safe and sound operation
of those ingtitutions. These factors are also considered in evaluating mergers, acquisitions and applications to open a
branch or new facility. Umpqua Bank's current CRA rating is " Satisfactory.”

Banks are al so subject to certain restrictions imposed by the Federal Reserve Act on extensions of credit to
executive officers, directors, principal shareholders or any related interest of such persons. Extensions of credit must be
made on substantially the same terms, including interest rates and collateral as, and follow credit underwriting
procedures that are not less stringent than, those prevailing at the time for comparable transactions with persons not
affiliated with the bank, and must not involve more than the normal risk of repayment or present other unfavorable
features. Banks are al so subject to certain lending limits and restrictions on overdrafts to such persons. A violation of
these restrictions may result in the assessment of substantial civil monetary penalties on the affected bank or any
officer, director, employee, agent or other person participating in the conduct of the affairs of that bank, the imposition
of acease and desist order, and other regulatory sanctions.

The Federal Reserve Act and related Regulation W limit the amount of certain loan and investment transactions
between Umpqua Bank and its affiliates, require certain levels of collateral for such loans, and limit the amount of
advances to third parties that may be collateralized by the securities of Umpquaor its subsidiaries. The GLB Act



requires that certain transactions between Umpgua Bank and its affiliates may be on terms substantially the same, or at
least as favorable to Umpqua Bank, as those prevailing at the time for comparabl e transactions with or involving
nonaffiliated companies or, in the absence of comparable transactions, on terms and under circumstances, including
credit standards, that in good faith would be offered to or would apply to nonaffiliated companies. Umpqua and its
subsidiaries have adopted an Affiliate Transactions Policy and have entered into an Affiliate Tax Sharing Agreement.

The Federal Reserve and the FDIC have adopted non-capital safety and soundness standards for institutions under
their authority. These standards cover internal controls, information and internal audit systems, loan documentation,
credit underwriting, interest rate exposure, asset growth, compensation, fees and benefits, and standards for asset
quality, earnings and stock valuation. An institution that fails to meet these standards must devel op a plan acceptable to
the agency, specifying the stepsthat it will take to meet the standards. Failure to submit or implement such a plan may
subject the ingtitution to regulatory sanctions. We believe that Umpqua Bank isin substantial compliance with these
standards.

Deposit Insurance. Umpqua Bank's deposits are currently insured to a maximum of $100,000 per depositor
through the Bank Insurance Fund ("BIF"), administered by the FDIC. Umpqua Bank isrequired to pay semi-annual
deposit insurance premium assessments to the FDIC. Assessments are based on how much risk a bank is deemed to
present to the BIF. Banks with higher levels of capital and alow degree of supervisory concern are assessed lower
premiums than banks with lower levels of capital or involving a higher degree of supervisory concern. Umpgua Bank
qualifies for the lowest premium level, and currently pays only the statutory minimum rate. However, if the BIF's
reserveratio falls below required levels, the fund may increase assessments for all institutions.

Dividends. Dividends paid by Umpqua Bank and Strand Atkinson provide substantially all of Umpqua's cash flow.
Under the Oregon Bank Act, and the Federal Deposit Insurance Corporation Improvement Act of 1991 ("FDICIA™),
Umpqua Bank is subject to restrictions on the payment of cash dividendsto its parent company. A bank may not pay
cash dividendsiif that payment would reduce the amount of its capital below that necessary to meet minimum
applicable regulatory capital requirements. In addition, the amount of the dividend may not be greater than net
unreserved retained earnings, after first deducting to the extent not already charged against earnings or reflected in a
reserve, al bad debts, which are debts on which interest is unpaid and past due at least six months; all other assets
charged off as required by the Oregon Director or state or federal examiner; and all accrued expenses, interest and
taxes.

In addition, the appropriateregulatory authorities are authorized to prohibit banks and bank holding companies
from paying dividends that would constitute an unsafe or unsound banking practice. We are not currently subject to any

regulatory restrictions on dividends other than those noted above.

Capital Adequacy. The federal and state bank regulatory agencies use capital adequacy guidelinesin their
examination and regulation of holding companies and banks. If capital falls below the minimum levels established by
these guidelines, a holding company or a bank may be denied approval to acquire or establish additional banks or non-
bank businesses or to open new facilities.

The FDIC and Federal Reserve have adopted risk-based capital guidelines for holding companies and banks. The
risk-based capital guidelines are designed to make regulatory capital requirements more sensitive to differencesin risk
profile among holding companies and banks, to account for off-balance sheet exposure and to minimize disincentives
for holding liquid assets. Assets and off-balance sheet items are assigned to broad risk categories, each with appropriate
weights. The resulting capital ratios represent capital as a percentage of total risk-weighted assets and off-bal ance sheet
items. The capital adequacy guidelines limit the degree to which a holding company or bank may leverage its equity

capital.

Federal regulations establish minimum requirements for the capital adequacy of depository institutions, such as
Umpqua Bank. Banks with capital ratios below the required minimums are subject to certain administrative actions,
including prompt corrective action, the termination of deposit insurance upon notice and hearing, or atemporary

suspension of insurance without a hearing.

FDICIA requires federal banking regulatorsto take "prompt corrective action” with respect to a capital-deficient
institution, including requiring a capital restoration plan and restricting certain growth activities of the institution.
Umpqua could be required to guarantee any such capital restoration plan required of Umpqua Bank if Umpgua Bank
became undercapitalized.

Pursuant to FDICIA, regulations were adopted defining five capital levels: well capitalized, adequately capitalized,
undercapitalized, severely undercapitalized and critically undercapitalized. Under the regulations, Umpqua Bank is
considered "well capitalized.”



Effects of Government Monetary Policy. Our earnings and growth are affected not only by general economic
conditions, but also by the fiscal and monetary palicies of the federal government, particularly the Federal Reserve. The
Federal Reserve can and does implement national monetary policy for such purposes as curbing inflation and
combating recession, by its open market operationsin U.S. Government securities, control of the discount rate
applicable to borrowings from the Federal Reserve, and establishment of reserve requirements against certain deposits.
These activities influence growth of bank loans, investments and deposits, and also affect interest rates charged on
loans or paid on deposits. The nature and impact of future changes in monetary policies and their impact on us cannot
be predicted with certainty.

Broker-Dealer and Related Regulatory Supervision. Strand Atkinson is a member of the National Association of
Securities Dealers and is subject to their regulatory supervision. Areas subject to this regulatory review include

compliance with trading rules, financial reporting, investment suitability for clients, and compliance with stock
exchange rules and regul ations.

Regulatory Structure of the Financial Services Industry. Federal laws and regulations governing banking and
financial services underwent significant changes in recent years and are subject to significant changes in the future.
From time to time, legislation isintroduced in the United States Congress that contain proposals for atering the
structure, regulation, and competitive relationships of the nation's financial institutions. If enacted into law, these
proposals could increase or decrease the cost of doing business, limit or expand permissible activities, or affect the
competitive balance among banks, savings associations, and other financial institutions. Whether or in what form any
such legislation may be adopted or the extent to which our business might be affected thereby cannot be predicted.

Of particular significance Congress enacted the GLB Act in November 1999. The GLB Act repealed sections of the
Banking Act of 1933, commonly referred to as the Glass-Steagall Act, that prohibited banks from engaging in
securities activities, and prohibited securities firms from engaging in banking. The GLB Act created a new form of
holding company, known as a financial holding company, that is permitted to acquire subsidiaries that are variously
engaged in banking, securities underwriting and dealing, and insurance underwriting.

A bank holding company, if it meets specified criteria, may become afinancial holding company by filing a
declaration with the Federal Reserve, and may thereafter provide its customers with afar broader spectrum of products
and services than atraditional bank holding company is permitted to do. A financial holding company may, through a
subsidiary, engage in any activity that is deemed to be financial in nature and activities that are incidental or
complementary to activities that are financia in nature. These activities include traditional banking services and
activities previously permitted to bank holding companies under Federal Reserve regulations, but also include
underwriting and dealing in securities, providing investment advisory services, underwriting and selling insurance,
merchant banking (holding a portfolio of commercia businesses, regardless of the nature of the business, for
investment), and arranging or facilitating financial transactions for third parties.

To qualify asafinancial holding company, the bank holding company must be deemed to be well-capitalized and
well-managed, as those terms are used by the Federal Reserve. In addition, each subsidiary bank of abank holding
company must also be well-capitalized and well-managed. Further, each subsidiary bank must be rated at |east
"satisfactory” under the Community Reinvestment Act.

A bank holding company that does not qualify, or has not chosen, to become a financial holding company must
limit its activities to traditional banking activities and those non-banking activities the Federal Reserve has deemed to

be permissible because they are closely related to the business of banking.

The GLB Act aso includes provisions to protect consumer privacy by prohibiting financial services providers,
whether or not affiliated with a bank, from disclosing non-public personal, financia information to unaffiliated parties
without the consent of the customer, and by requiring annual disclosure of the provider's privacy policy.

Legidation enacted by Congressin 1995 permits interstate banking and branching, which allows banks to expand
nationwide through acquisition, consolidation or merger. Under this law, an adequately capitalized bank holding
company may acquire banksin any state or merge banks across state linesif permitted by state law. Further, banks may
establish and operate branches in any state subject to the restrictions of applicable state law. Under Oregon law, an out-
of-state bank or bank holding company may merge with or acquire an Oregon state chartered bank or bank holding
company if the Oregon bank, or in the case of a bank holding company, the subsidiary bank, has been in existence for a
minimum of three years, and the law of the state in which the acquiring bank is located permits such merger. Branches
may not be acquired or opened separately, but once an out-of-state bank has acquired branches in Oregon, either
through a merger with or acquisition of substantially all the assets of an Oregon bank, the acquirer may open additional
branches. Umpqua Bank now has the ability to open additional de novo branches in the states of Oregon and
Washington.



Anti-Terrorism Legislation. October 26, 2001, President Bush signed the Uniting and Strengthening America by
Providing Appropriate Tools Required to Intercept and Obstruct Terrorism ("USA Patriot Act") of 2001 into law.
Among other things, the USA Patriot Act:

prohibits banks from providing correspondent accounts directly to foreign shell banks;

imposes due diligence requirements on banks opening or holding accounts for foreign financial institutions or
wealthy foreign individuas;

requires financial institutions to establish an anti-money-laundering compliance program; and
generally eliminates civil liability for persons who file suspicious activity reports.
The USA Patriot Act also increases governmental powers to investigate terrorism, including expanded government
access to account records. The Department of the Treasury is empowered to administer and make rules to implement

the Act. While the USA Patriot Act may, to some degree, affect our record-keeping and reporting expenses, we do not
believe that the Act will have amaterial adverse effect on our business and operations.

Sarbanes-Oxley Act of 2002. On July 30, 2002, President Bush signed into law the Sarbanes-Oxley Act of 2002.
The new law addresses public company corporate governance, auditing, accounting, executive compensation, and
enhanced and timely disclosure of corporate information.

The Sarbanes-Oxley Act represents significant federal involvement in matters traditionally left to state regulatory
systems, such as the regulation of the accounting profession, and regulation of the relationship between a board of
directors and management and between a board of directors and its committees.

The Sarbanes-Oxley Act provides for, anong other things:

aprohibition on personal loans by Umpquato its directors and executive officers except loans made by its
subsidiary, Umpqua Bank;

independence requirements for Board audit committee members and our auditors;

certification of Exchange Act reports by the chief executive officer and the chief financial officer;
disclosure of off-balance sheet transactions;

expedited reporting of stock transactions by insiders; and

increased criminal penaltiesfor violations of securities laws.

The SEC has adopted regulations to implement various provisions of the Sarbanes-Oxley Act, including disclosures
in periodic filings pursuant to the Exchange Act. Also, in response to the Sarbanes-Oxley Act, the NASD adopted new
standards for listed companies. While we believe the Sarbanes-Oxley Act will increase our reporting and compliance
expenses, we do not believe that the Act will have a material adverse effect on our business and operations.

Item 2.  Properties

Our main office and Strand Atkinson's main office are located in Portland, Oregon. Umpgua Bank's main officeis

in Roseburg, Oregon. We conduct our business through Umpgua Bank's financial stores and Strand Atkinson's five

stand-al one offices throughout our market area. As of December 31, 2003, Umpqgua Bank operated 57 full-service
financia stores and seven limited service retirement community stores. Our primary facilities are listed bel ow:

Location Owned Leased Ground Lease Total
Albany, OR 1B 1
Ashland, OR 1B 1




Bandon, OR 1B 1
Beaverton, OR 1B 1
Bend, OR 1B 1
Brookings, OR 1B 1
Canyonville, OR 1B 1
Central Point, OR 1B 1
Clackamas, OR 1B 1
Coos Bay, OR 1B 1
Coquille, OR 1B 1
Corvallis, OR 1B 1
Cottage Grove, OR 1B 1
Eugene, OR 2B 1S,1B 2B 6
Glendale, OR 1B 1
Grants Pass, OR 3B 1B 4
Gresham, OR 1B 1
Kaama, WA 1S 1
Lake Oswego, OR 1B 1
Lebanon, OR 1B 1
Medford, OR 2B 1S, 1B 4
Merlin, OR 1B 1
Myrtle Creek, OR 1B 1
Myrtle Point, OR 1B 1
Newport, OR 1B 1
North Bend, OR 1B 1
Phoenix, OR 1B 1
Portland, OR 1S, 1H, 9B 11
Reedsport, OR 1B 1
Rogue River, OR 1B 1
Roseburg, OR 2B 1B 3
Salem, OR 1B 1S, 1B 1B 4
Springfield, OR 2B 1B 3




Sutherlin, OR 1B 1

Sweet Home, OR 1B 1
Talent, OR 1B 1
Tangent, OR 1B 1
Tigard, OR 1B 1
Vancouver, WA 2B 2
Waldport, OR 1B 1
Totals 32 29 8 69

B = Umpqua Bank

S = Strand Atkinson

H = Umpqua Holdings

Six of our Portland stores and our Lake Oswego store are located in retirement community centers that serve only
residents of the center. Our retirement community stores are located within managed care facilities and operate with
limited hours to meet the needs of those residents. All of the stores except our retirement community stores have
automated teller machines and most have drive-up windows. Lease terms range from 1 to 50 years with varying
renewal options. Our stores range in size from approximately 1,100 square feet to slightly more than 6,000 square feet.
Some of our stores are located in larger buildings that house administrative back-room operations. We conduct data
processing and other administrative operationsin other leased and owned facilities.

We completed construction of our Roseburg training facility in early 2004. We are constructing a new data center
in Gresham. We currently operate two data centers, one in Medford at the Poplar store and one near the Portland
airport. Additionally, we till retain some network data center servicesin Roseburg. All of these facilities will be
relocated into the new data center in Gresham.

As of December 31, 2003, Strand Atkinson leased stand-al one offices in Portland, Salem, Eugene and Medford,
Oregon, and Kalama, Washington. As of that date, Strand Atkinson operated officesin Umpqua Bank storesin the
following cities: Roseburg, Central Point, Coos Bay, Eugene, Grants Pass and Salem, Oregon, and Vancouver,
Washington. We lease Umpqua's corporate headquarters in Portland, Oregon.

Item3. Legal Proceedings

Because of the nature of our business, we areinvolved in legal proceedingsin the regular course of business. At this
time, we do not believe that there is pending litigation the unfavorable outcome of which would result in a material
adverse change to our financial condition, results of operations or cash flows.

Item 4. Submissionsof Mattersto aVote of SecuritiesHolders
(& Not Applicable.
(b)  Not Applicable.
(©) Not Applicable.

(d)  Not Applicable.
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PART I1
Item5. Market for Registrant's Common Equity and Related Stockholder Matters
Srock PRICE AND D1VIDEND HISTORY
Our Common Stock istraded over-the-counter on the NASDAQ Stock Market National Market System under the

symbol "UMPQ." The following lists the high and low sales prices for each period, as adjusted for subsequent stock
dividends and stock splits. Prices do not include retail mark-ups, mark-downs or commissions:

High Sales Price Low SalesPrice Cash Dividend
For Period for Period Declared

2003

First Quarter $20.50 $16.25 $0.04
Second Quarter $21.12 $17.95 $0.04
Third Quarter $19.75 $18.15 $0.04
Fourth Quarter $22.21 $18.90 $0.04
2002

First Quarter $16.25 $11.90 $0.04
Second Quarter $18.50 $14.05 $0.04
Third Quarter $18.68 $14.26 $0.04
Fourth Quarter $18.50 $13.65 $0.04

As of March 4, 2004, our common stock was held of record by approximately 2,298 shareholders, a number that does
not include beneficial owners who hold sharesin "street name", or shareholders from previously acquired companies
that have not exchanged their stock.

Oregon and federal banking laws and regulations place restrictions on the payment of dividends by a bank to its
shareholders. The Board of Directors' dividend policy isto review our financia performance, capital adequacy,
regulatory compliance and cash resources on aquarterly basis, and, if such review isfavorable, to declare and pay a

cash dividend to our shareholders. Although we expect to continue to pay cash dividends, future dividends are subject
to these limitations and to the discretion of the Board of Directors, and could be reduced or €liminated.

We have a dividend reinvestment plan that permits participants to have shares purchased at the then-current market
pricein lieu of the receipt of cash dividends.

Item 6. Selected Financial Data

The response to thisitem isincorporated by reference to Umpqua's 2003 Annual Report to Shareholders, see
Financial Highlights, pages 3 through 19.

Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operation

The response to thisitem isincorporated by reference to Umpqua's 2003 Annual Report to Shareholders, pages 2
through 19.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

The information called for by thisitem isincorporated by reference to Umpqua's 2003 Annual Report to
Shareholders, see Market Risk, pages 17 through 19.

Item 8. Financial Statementsand Supplementary Data

Thefinancial statements called for by thisitem are incorporated by reference to Umpqua's 2003 Annual Report to
Shareholders, pages 20 through 50.

Item 9. Changesin and Disagreementswith Accountants
Not applicable.

Item 9A. Controlsand Procedures
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On aquarterly basis, we carry out an evaluation, under the supervision and with the participation of our
management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and
operation of our disclosure controls and procedures pursuant to Rule 13a-15b of the Securities Exchange Act of 1934.
Our Disclosure Control Committee operates under a charter that was approved by our Audit and Compliance
Committee. Most recently, in February 2004, our management, including our Chief Executive Officer and Chief
Financial Officer, concluded that our disclosure controls and procedures are effective in timely alerting them to
materia information relating to us that is required to be included in our periodic SEC filings.

Although we change and improve our internal controls over financial reporting on an ongoing basis, we do not
believe that any such changes occurred in the fourth quarter 2003 that materially affected or are reasonably likely to
materialy affect our internal control over financial reporting.

There have been no significant changes in our internal controls or in other factors that could significantly affect
these controls subsequent to the date of the most recent evaluation.

12



PART I11
Item 10. Directors and Executive Officers of the Registrant

The response to thisitem isincorporated by reference to Umpqua's Proxy Statement for the 2004 annual meeting of
shareholders scheduled for April 29, 2004, under the captions "Election of Directors’ and "Executive Officers.”

Item 11. Executive Compensation

The response to thisitem isincorporated by reference to Umpqua's Proxy Statement for the 2004 annual meeting of
shareholders scheduled for April 29, 2004, under the caption "Executive Compensation.”

Item 12. Security Owner ship of Certain Beneficial Ownersand M anagement

The response to thisitem isincorporated by reference to Umpqua's Proxy Statement for the 2004 annual meeting of
shareholders scheduled for April 29, 2004, under the caption " Security Ownership of Management and Others."

Item 13. Certain Relationships and Related Transactions

The response to thisitem isincorporated by reference to Umpqua's Proxy Statement for the 2004 annual meeting of
shareholders scheduled for April 29, 2004, under the caption "Transactions with Directors and Officers."

Item 14. Principal Accounting Feesand Services

The response to thisitem isincorporated by reference to Umpqua's Proxy Statement for the 2004 annual meeting of
shareholders scheduled for April 29, 2004, under the caption "Independent Auditors”.
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PART IV
Item 15. Exhibits, Financial Statement Schedules and Reportson Form 8-K

(@ (1)Financia Statements:

The consolidated financial statements are incorporated by reference to pages 20 through 50 of
Umpqua's 2003 Annual Report to Shareholders.

(2) Financial Statement Schedules:

All schedules have been omitted because the information is not required, not applicable, not
present in amounts sufficient to require submission of the schedule, or isincluded in the
financial statements or notes thereto.

(b) Reports on Form 8-K:

Umpqua Holdings filed the following reports on Form 8-K during the 4™ quarter of 2003.

(1) Report filed October 14, 2003. Items included:

Item 12. Results of Operation and Financial Condition. The report included a press release
announcing Umpgua Holdings Corporation's third quarter 2003 financial results and unaudited
consolidated financial statements for the nine months ended September 30, 2003.

(2) Report filed December 19, 2003. Items included:

Item 9. Regulation FD Disclosure. The report included a press release announcing a cash
dividend to shareholders for the fourth quarter 2003 and scheduling its quarterly investor
conference call. The press release was not filed, but was furnished pursuant to Regulation FD.

(© The exhibitsfiled as part of this report and exhibits incorporated herein by reference to other
documents are listed on the Index of Exhibits to this annual report on Form 10-K on sequential
page 16.
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Signatures
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, Umpqua Holdings
Corporation has duly caused this Form 10-K to be signed on its behalf by the undersigned, thereunto duly authorized on
March 12, 2004.
UMPQUA HOLDINGS CORPORATION (Registrant)
By: /s Raymond P. Davis Date: March 12, 2004
Raymond P. Davis, President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

. /9 Scott Chambers !
By: Scott Chambers, Director Date: March 12, 2004

By: /sl James Coleman Date: March 12, 2004
James Coleman, Director

By: /s Raymond Davis Date: March 12, 2004
Raymond Davis, President, CEO, Director

By: s/ Gary M. DeStafano Date: March 12, 2004
Gary M. DeStefano, Director

By: s/ Allyn Ford Date: March 12, 2004
Allyn Ford, Chairman

. [s/ David Forhnmayer .
By: David Frohnmayer, Director Date: March 12, 2004

By: /9 Dam Giustina Date: March 12, 2004
Dan Giustina, Director

By: [/s/ Diana E. Goldschmidt Date: March 12, 2004
Diana E. Goldschmidt, Director

By: I8/ Lynn Herbert Date: March 12, 2004
Lynn Herbert, Director

By: Date: March __, 2004
Katherine Keene, Director

By: Date: March __, 2004
William Lansing, Director
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By: /s Danidl Sullivan Date: March 12, 2004
Daniel Sullivan, Executive Vice President
Chief Financial Officer, Principal Accounting Officer
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EXHIBIT INDEX

Exhibit
31 @ Articles of Incorporation, as amended
32 (b) Bylaws
4.0 (b) Specimen Stock Certificate
10.1 (©) Employment Agreement dated effective July 1, 2003 for Raymond P. Davis
10.2 (©) Supplemental Executive Retirement Plan dated effective July 1, 2003 for Raymond P. Davis
10.3 (d) Restricted Stock Agreements dated September 30, 2003 under which shares were awarded to
the following executive officers: Brad F. Copeland, EVP/CCO, David M. Edson, President-
Commercial Banking, Daniel A. Sullivan, EVP/CFO, Barbara Baker, SVP-HR Director and
Steven L Philpott, EVP/ General Counsel
104 (e Nonqualified Stock Option Agreements dated September 30, 2003 under which options to
purchase the shares were awarded to the following executive officers. Brad F. Copeland,
EVP/CCO, David M. Edson, President-Commercial Banking and Daniel A. Sullivan,
EVP/CFO
105 ) Terms of Employment and Severance Agreements dated effective September 15, 2003 with the
following executive officers: Brad F. Copeland, EVP/CCO, David M. Edson, President-
Commercia Banking, Daniel A. Sullivan, EVP/CFO and Barbara Baker, SVP- HR Director
10.6 (9 Restated Severance Agreement effective August 1, 2003 with Steven L. Philpott
10.7 (h) Umpqua Holdings Corporation Director Compensation Plan
10.8 0] Umpgua Holdings Corporation 2003 Stock Incentive Plan
10.9 Addendum to Supplemental Executive Retirement Plan for Raymond P. Davis
15 2003 Annua Report to Shareholders
211 Subsidiaries of the Registrant
231 Consent of Independent Auditors
311 Certification of Chief Executive Officer under Section 302 of the Sarbanes-Oxley Act of 2002
31.2 Certification of Chief Financial Officer under Section 302 of the Sarbanes-Oxley Act of 2002
32 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002
99.1 Risk Factors
@) Incorporated by reference to Exhibit 3.1 to the Registration Statement on Form S-4 filed September 9,
2002
(b) Incorporated by reference to the Registration Statement on Form S-8 (No. 333-77259) filed with the SEC on £
28, 1999
(© Incorporated by reference to Exhibit 10.4 and 10.5 to Form 10-Q filed August 14, 2003
(d) Incorporated by reference to Exhibit 10.3 to Form 10-Q filed November 14, 2003
(e Incorporated by reference to Exhibit 10.4 to Form 10-Q filed November 14, 2003
) Incorporated by reference to Exhibit 10.5 to Form 10-Q filed November 14, 2003
(o)} Incorporated by reference to Exhibit 10.6 to Form 10-Q filed November 14, 2003
(h) Incorporated by reference to Exhibit 10.4 to Form 10-K filed March 31, 2003

@) Incorporated by reference to Appendix A to Definitive 14-A filed March 27, 2003



EXHIBIT 10.9

UMPQUA HOLDINGSCORPORATION

Addendumto
Supplemental Executive Retirement Plan
for

Ray Davis

The undersigned are parties to a Supplemental Executive Retirement Plan dated effective July 1, 2003 (the
"SERP"). After the execution of the SERP, aquestion arose regarding the method by which the amount of the Account was
to be determined. Thefollowing clarifiesthe intent of the parties and is consistent with the pro forma schedules provided at
thetime the SERP was approved and executed.

The parties agree to replace the definition of "Account” set forth in Section 2.1 of the SERP with the following:
"Account" means the separate bookkeeping account established for Participant on the
books of Umpqua for the purpose of recording the amounts of supplemental retirement
benefits accrued for Participant pursuant to the provisions of this Plan as if the Plan
were accounted for in accordance with Statement of Financial Accounting Standards
No. 87.

Dated effective July 1, 2003.

UmpqguaHoldings Corporation

By: /9 William Lansing
Its. Chairman, Compensation Committee

/s/Raymond P. Davis
Raymond P. Davis, Participant
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Management's Discussion & Analysis Of Financial Condition & Results Of Operations

DISCLOSURE REGARDING F ORWARD-L OOKING STATEMENTS

This Annual Report includes forward-looking statements, which are made pursuant to the safe harbor provisions of the Private Securities Litigation
Reform Act of 1995. Statements that expressly or implicitly predict future results, performance or events are forward-looking statements. The words
"anticipate,” "believe," "expect", "estimate," and "intend" and words or phrases of similar meaning, are intended to identify forward-looking
statements. These statements are subject to certain risks and uncertainties that could cause actual results to differ materially from those anticipated.
Factors that could cause or contribute to those differences include, but are not limited to, the following: general economic conditions, either
nationally or regionally that could result in increased |oan losses, interest rate fluctuations, pricing pressure and other competitive factors, potential
delays or problems with integrating prior acquisitions, the ability to attract new deposits and loans, changesin legal or regulatory requirements,
competition in the retail brokerage industry and general stock market conditions, changes in technology and other factors described in Exhibit 99.1 to
our Form 10-K and other Company reports and statements. Readers are encouraged to review the notes that accompany this report and are cautioned
not to place undue reliance on forward-looking statements. The Company does not intend to update these forward-looking statements. All written
and oral forward-looking statements attributable to the Company and/or persons acting on its behalf are expressly qualified by this disclosure.

OVERVIEW

Umpqua Holdings Corporation (the "Company") is afinancial holding company headquartered in Portland, Oregon. It is the parent company of
Umpqua Bank, a state-chartered commercial bank (the "Bank") and Strand, Atkinson, Williams & York, Inc. ("Strand") aretail brokerage firm. The
Company provides financial solutionsfor its customers along the Interstate 5 corridor from Ashland through Portland, Oregon, along the Oregon
coast and in Southwest Washington State. The Company's strategy isto differentiate itself through superior customer service, innovative product
delivery and the establishment of strong brand awareness and customer loyalty.

The Company enjoyed another successful year in 2003 highlighted by the following:

Completed the integration of Centennial Bancorp (" Centennial” or "CEBC") into the operations and culture of the Company. All
integration steps were completed on time and without customer disruption. Signage, data processing conversion and personnel integration
to the Company's culture were compl eted.

Achieved a 38% reduction in non-performing assets through active credit management of problem loans. The allowance for credit osses
was $25.4 million at December 31, 2003, or 1.27% of total loans and leases and 229% of non-performing loans.

Achieved 13% growth in loans and |eases, 13% growth in deposits and 16% growth in total assets. This growth was 100% internally
generated as there were no acquisitionsin 2003. Total assets, loans and leases, and deposits were $2.96 billion, $2.00 billion and $2.38
billion at December 31, 2003, respectively.

Opened our new concept store to rave reviews in Portland in March 2003. Deposits totaled $28.7 millionin thisnew storeat  December
31, 2003, nine months later.

Issued $20 million in trust preferred securities to strengthen regulatory capital.

The Company a so faced significant challengesin 2003, the most critical of which was the compression of the net interest margin. Market interest
rates remained at historically low levels throughout 2003 which continued to put pressure on the yield on interest-earning assets as higher yielding
assets matured and were replaced with lower-yielding assets and existing customers refinanced their borrowings. In response to this challenge,
management aggressively managed down the cost of itsinterest-bearing liabilities.

ACQUISITIONS

On November 15, 2002 the Company acquired Centennial Bancorp. The acquisition was accounted for using the purchase method of accounting and
accordingly, the assets and liabilities were recorded based on their fair values at the acquisition date. The merger expanded the Company's presence
in the Eugene market with the addition of four stores, in Portland with the addition of Centennial's six Portland metropolitan area offices including
two officesin Vancouver, Washington and offices in seven Portland-area retirement centers. Total CEBC assets on November 15, 2002 were
approximately $843 million and the total value of the transaction, both cash and stock, was approximately $217.3 million.

In 2001, the Company merged with Independent Financial Network ("INFN") and Linn Benton Bank ("LBB"). The INFN merger was accounted for
using the pooling-of-interests method of accounting and accordingly the assets, liabilities and results of operations of the Companies were combined
on ahistorical cost basis. Additionally, all historical financial data has been restated to reflect the merger. The LBB acquisition was accounted for
using the purchase method of accounting and accordingly the assets and liabilities of LBB were recorded based on their fair values.

BROKERAGE SUBSIDIARY

Strand, Atkinson, Williams & York, Inc. ("Strand"), the Company's full-service retail brokerage subsidiary, operates through offices in Portland,
Eugene, Medford and Salem, Oregon and Kalama, Washington. Additionally, Strand maintains a full-time presence in eight of the Bank's stores.
The firm managed over $2 billion in client assets at December 31, 2003 and produced over $9.78 million in gross revenue during 2003.
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CRITICAL ACCOUNTING POLICIESAND ESTIMATES

The "Management's Discussion and Analysis of Financial Condition and Results of Operations," as well as disclosures included elsewhere in this
Annua Report, are based upon our consolidated financial statements, which have been prepared in accordance with accounting principles generally
accepted in the United States of America. The preparation of these financial statements requires management to make estimates and judgments that
affect the reported amounts of assets, liabilities, revenues and expenses. On an ongoing basis, management eval uates the estimates used, including
the adequacy of the allowance for credit losses, impairment of intangible assets, other contingencies and litigation. Estimates are based upon

historical experience, current economic conditions and other factors that management considers reasonable under the circumstances. These estimates
result in judgments regarding the carrying values of assets and liabilities when these values are not readily available from other sources aswell as
assessing and identifying the accounting treatments of commitments and contingencies. Actual results may differ from these estimates under different
assumptions or conditions. The following critical accounting policiesidentify the more significant judgments and assumptions used in the preparation
of the consolidated financial statements.

The alowance for credit losses is established to absorb known and inherent losses attributable to loans and leases outstanding. The adequacy of the
allowance is monitored on an ongoing basis and is based on management's evaluation of numerous factors. These factors include the credit quality of
the current loan portfolio, the trend in the loan portfolio's risk ratings, current economic conditions, loan concentrations, loan growth rates, past due
and non-performing trends, evaluation of specific loss estimates for al significant problem loans, historical charge-off and recovery experience and
other pertinent information. Approximately 69% of the Company's loan portfolio is secured by real estate and a significant depreciation in real estate
values in Oregon would cause management to increase the allowance for credit losses.

Estimates are used in the presentation of the investment securities portfolio and these estimates impact the presentation of the Company's financial
condition and results of operations. Many of the securities included in the securities portfolio are purchased at a premium or discount. The
premiums or discounts are amortized or accreted over the life of the security. For mortgage-related securities, including Collateralized Mortgage
Obligations, ("CMOs"), the amortization or accretion is based on estimated lives of the securities. The lives of the securities can fluctuate based on
the amount of prepayments received on the underlying collateral of the securities. The Company uses estimates for the lives of these mortgage-
related securities based on information provided by third parties. The Company adjusts the rate of amortization or accretion regularly to reflect
changesin the estimated lives of these securities.

Retained mortgage servicing rights are measured by allocating the carrying value of the loans between the assets sold and the interest retained, based
on the relative fair value at the date of the sale. The fair market values are determined using a discounted cash flow model. Mortgage servicing assets
are amortized over the expected life of the servicing asset and are evaluated periodically for impairment. The expected life of the servicing asset can
vary from management's estimates due to prepayments by borrowers. Prepayments in excess of management's estimates would negatively impact the
recorded value of the mortgage servicing rights. The value of the mortgage servicing rightsis also dependent upon the discount rate used in the
model. Management reviews this rate on an ongoing basis based on current market rates. A significant increase in the discount rate would negatively
impact the value of mortgage servicing rights.

At December 31, 2003 the Company had approximately $160 million in goodwill and other intangible assets as aresult of business combinations.
The Company adopted Financial Accounting Standard No. 142, Goodwill and Other Intangible Assets, on January 1, 2002. In accordance with the
standard, goodwill and other intangibles with indefinite lives are no longer being amortized but instead will be tested for impairment on an annual
basis or more frequently if impairment indicators arise. Management has completed impairment testing for the Company's intangibles with indefinite
lives and determined that there was no impairment.

Periodically, and in the ordinary course of business, various claims and lawsuits are brought by and against the Company. As of the date of this
Annual Report, the Company was not a party to any legal proceedings management believes are material. There can be no assurance that all
unasserted potential claims are known to us at any point in time.

Management classifies certain non-capitalizable costs that are aresult of the Company's merger activities as merger related expenses. Merger related
expenses included severance and employee relocation expenses, costs of closing duplicate facilities, conversion related expenses, contract
termination costs, and marketing and communication expenses.

FINANCIAL HIGHLIGHTS

The Company earned $34.1 million for the year ended December 31, 2003, a 155% increase over the same period in 2002. A significant portion of
thisincrease was due to the Centennial acquisition that occurred in November 2002. Results for 2002 were impacted by only 1 %2 months of
Centennial operations compared with afull year for 2003. Diluted earnings per share rose to $1.19 for the year ended December 31, 2003 compared
with $1.03 for the year ended December 31, 2002. Return on average shareholders' equity was 11.24% in 2003 compared with 13.58% in 2002.
Return on tangible equity (Net income/(average equity less average intangible assets)) was 23.87% for 2003 compared with 18.33% in 2002.

Note: We calculate return on tangible equity, which may be anon-GAAP financial measure. Generally anon-GAAP financial measureisa
numerical measure of a company's performance, financial position or cash flows that either excludes or includes amounts that are not normally
excluded or included in the most directly comparable measure calculated and presented in accordance with generally accepted accounting principles
(GAAP). Webelieve our disclosure of return on tangible equity provides a useful means of comparing our performance with other institutions
without regard to differences in the respective amount of tangible assets.
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Total loans and leases reached a record $2.00 billion at December 31, 2003 compared with $1.78 billion at December 31, 2002. At the same time,
total deposits reached arecord $2.38 billion compared with $2.10 billion at December 31, 2002.

Financial Highlights ($000's except share data) 2003 2002 2001 2000 1999
Net Income $ 34,119 $ 21,968 $ 8550 $ 11,109 $ 11,776
Basic earnings per common share $ 121 $ 104 $ 046 $ 059 $ 0.62
Diluted earnings per common share $ 119 $ 103 $ 045 $ 059 $ 0.61
Total shareholders equity $ 318,969 $ 288,159 $ 135301 $ 111,486 $ 99,043
Totd assts $ 2963815 $ 2555964 $ 1428711 $ 1,159,150 $ 1,014,070
Total loansand leases $ 2003587 $ 1778315 $ 1016142 $ 752,010 $ 635,601
Total deposits $ 2378192 $ 2103790 $ 1,204,893 $ 993577 $ 841,266
Selected Ratios 2003 2002 2001 2000 1999
Return on average assets 1.26% 1.36% 0.70% 1.03% 1.25%
Return on average equity 11.24% 13.58% 7.22% 10.67% 11.87%
Net interest margin 4.85% 5.38% 5.13% 5.30% 5.42%
Loans and |leases/deposits 84.25% 84.53% 84.33% 75.69% 75.55%
Equity to assets 10.76% 11.27% 9.47% 9.62% 9.77%
Dividend payout ratio 13.29% 16.09% 29.53% 31.38% 35.38%
Asset Quality Ratios 2003 2002 2001 2000 1999
Allowance for credit losses to ending total loans and leases 1.27% 1.39% 1.30% 1.31% 1.51%
Nonperforming loans and leases to ending total loans and leases 0.57% 1.03% 0.33% 0.21% 0.44%
Net charge-offs to average loans and leases 0.21% 0.20% 0.20% 0.25% 0.13%

RESULTSOF OPERATIONS

The following discussion isintended to provide information to facilitate the understanding and assessment of significant changes and trends related to
the financial condition and results of operations of the Company. This discussion and analysis should be read in conjunction with the Company's
consolidated financial statements and notes appearing elsewhere in this Annual Report.

SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

The following tables set forth the Company's unaudited consolidated financial data regarding operations for each quarter of 2003 and 2002. This
information, in the opinion of management, includes all adjustments necessary, consisting only of normal and recurring adjustments, to state fairly
the information set forth therein. Certain amounts previously reported have been reclassified to conform with current presentation. These
reclassifications had no net impact on the results of operations.
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($000's except per share data)
Interest income
Interest expense

Net interest income
Provision for credit losses

Net interest income after provision for credit losses
Non-interest income
Non-interest expense (excluding merger expenses)
Merger expense

Income before provision for income taxes
Provision for income taxes

Net income

Basic earnings per common share
Diluted earnings per common share

($000's except per share data)
Interest income
Interest expense

Net interest income
Provision for credit losses

Net interest income after provision for credit losses
Non-interest income
Non-interest expense (excluding merger expenses)
Merger expense

Income before provision for income taxes
Provision for income taxes

Net income

Basic earnings per common share
Diluted earnings per common share

2003

Firg Second Third Fourth
Quarter Quarter Quarter Quarter
$ 35,317 $ 34,281 $ 35,927 $ 36,607
7.737 7,480 6.839 6.804
27,580 26,801 29,088 29,803
1,475 950 1,050 1,075
26,105 25,851 28,038 28,728
10,184 11,639 9,516 7,704
22,574 23,879 23,304 23,430
638 1,050 394 -

13,077 12,561 13,856 13,002
4,695 4,429 4,841 4,412

$ 8382 $ 8132 $ 9,015 $ 8,590
$ 030 $ 029 $ 032 $ 030
$ 029 $ 028 $ 031 $ 030

2002

Firs Second Third Fourth
Quarter Quarter Quarter Quarter
$ 23,065 $ 23,149 $ 24,052 $ 30,059
5,695 5,428 5,739 6,935
17,370 17,721 18,313 23,124
1,004 600 900 1,384
16,366 17,121 17,413 21,740
6,480 6,001 6,705 9,157
14,917 14,889 15,121 19,035
1,520 - - 1,232
6,409 8,233 8,997 10,630
2,448 2,951 2,987 3,915

$ 3961 $ 5282 $ 6,010 $ 6715
$ 020 $ 026 $ 030 $ 028
$ 020 $ 026 $ 029 $ 028
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AVERAGE BALANCESAND AVERAGE RATES EARNED AND PAID

The following table shows average balances and interest income or interest expense, with the resulting average yield or rates by category of average
earning asset or interest-bearing liability:

Y ear Endad Depember 31, 2003 Y ear Endad Depember 31, 2000 Year Endad Depember 31, 2001
Interest Avaae Interest Avaae Interest Avaae
Avaae Incomeor Yidds Avaae Incomeor Yidds Aveae Incomeor Yidds
($0009) — Bdax Expens  _ oRde  _ Bdao Exens  _ oRdes  __ Bdaxe Expens g Rdes
Interes-eaming assets
Loansand leeses (2) $ 1915170 $ 12690C 663% $ 1157423 $ 89%7 751% $ 83838 $ 7322 873%
Taxeble sourities 345553 12273 355% 176430 948 533% 174214 11121 6.38%
Non+axable ssourities (1) 56522 371€ 657 % 62509 45% 734% 073 2811 7.08%
Temporay invesments (3) 41,897 465 111% 52,838 8% 158% 50656 2236 375%
Totd interes-eaming ass 2359142 143.3A 6.08 % 1449250 101.797 702 % 1Mo 89.3C 804 %
Caeh and due from benks 92,163 64,082 24950
Allowance for credit lasse (25.352) (15939 (104401
Other assts 284435 117,382 97,267
Totdl assets $._2710368 161470 $ 1223718
Interest-bearina liahilities
Interest-bearing checking and savinas
aooounts $ 1065574 $  926¢ 087% $ 591919 $ 588 100% $ 415307 $ 8587 207%
Time deposits 602,502 1433¢ 238% 463,003 15647 338% 39166 21568 540%
Federd funds nurdhased and
repurchese apreaments 43021 502 117% 27020 3n 138% 21110 614 291%
Tam deat 41,699 103 248% 26,743 1004 383% 30233 1.64C 542%
Notes payable on junior subordinated
debentures and trust preferred seourities 76,444 3715 486% 16,068 &6 533% - - 000%
Totd interes-bearina ligbilities 1829240 2886C 158% 1124753 23797 212% 866816 32408 374%
Nortinterest-bearing deposits 544,006 309502 220001
Other licbilities 33573 18746 _ 1040
Totd lighilities 2406819 1,453,001 1105307
Shareholders eqity 03500 161774 118411
Totd lisbilitiesand shareholders
enity $._2710368 161470 $ 1223718
NET INTEREST INCOME (1) $ 1144 $_7800 $_26%1
NET INTEREST SFREAD 450 % 490 % 430%
AVERAGE YIELD ON EARNINGASETS(2),2 6.08 % 702 % 804 %
INTEREST EXPENSE TOEARNING ASETS 123% 164% 291%
NET INTEREST INCOME TO EARNING ASETS (1), 48 % 538% 513%

(1) Tax-exemat income has been adiugted to atax enuivaent bedis a a 35% dfedtive rate The amount of Such adiugment was an addition to recorded income of $1.222. $1.472 and $1.352 for
2003, 2002 and 2001, repectively.

(2) Nonraoarud loansareinduded in averace bdlance: Indudes mortaece loanshdd for de

(3) Temporary invesmentsindude federd funds sold and interet-bearing deposits a other banks
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ANALYSISOF CHANGES IN INTEREST DIFFERENTIAL

The following table sets forth, on a tax-equivalent basis, a summary of the changes in net interest income resulting from changes in volumes and
rates. Changes not due solely to volume or rate are all ocated to rate.

2003 COMPARED TO 2002 2002 COMPARED TO 2001
INCREASE (DECREASE) INCREASE (DECREASE)
DUE TO CHANGE IN DUE TO CHANGE IN
($OOO'S) VOLUME RATE NET CHANGE VOLUME RATE NET CHANGE
INTEREST-EARNING ASSETS:
Loans and leases, including mortgage loans held for sale $ 56,936 $ (17003) $ 39,933 $ 27,868 $ (14123) $ 13745
Taxable securities 9,018 (6,153) 2,865 141 (1,749) (1,608)
Non-taxable securities (1) (439) (431) (870) 1,612 58 1,670
Temporary investments (2) (174) (297) (371 (254) (1,146) (1,400)
Total (1) 65,341 (23,784) 41,557 29,367 (16,960) 12,407
INTEREST-BEARING LIABILITIES:
Interest-bearing checking and savings accounts $ 4720 $ (1,349 $ 3371 $ 3,652 $ (6341) $ (2,689
Time deposits 4714 (6,022) (1,308) 3,449 (9,370) (5,921)
Repurchase agreements 220 (90) 130 172 (399) (227)
Term debt 573 (562) 11 (189) (442) (631)
Notes payable on junior subordinated debentures
and trust preferred securities 3,216 (357) 2,859 856 - 856
Total 13,443 (8,380) 5,063 7,940 (16,552) (8,612)
Net increase (decrease) in net interest income $ 51,898 $ (154049 $ 36494 $ 21427 $ (408) $ 21019

(1) Tax-exempt interest income has been adjusted to atax equivalent basis at a 35% effective tax rate.
(2) Temporary investments include federal funds sold and interest-bearing deposits at other banks.

NET INTEREST INCOME FOR THE YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001

The primary component of earnings for financial institutionsis net interest income. Net interest income is the difference between interest income,
primarily from loans and investments, and interest expense on deposits and borrowings. Changesin net interest income result from changesin
"volume," changesin "spread,” and change in "margin." Volume refers to the level of average interest-earning assets or interest-bearing liabilities.
Spread refers to the difference between the yield on interest-earning assets and the cost of interest-bearing liabilities. Margin refers to the ratio of net
interest income to average earning assets and is influenced by the mix of interest-earning assets and interest-bearing liabilities as well asthe relative
proportion of interest-bearing liabilities to interest-earning assets.

Net interest income on a tax-equivalent basis for the year ended December 31, 2003 was $114.5 million, a $36.5 million increase over the same
period in 2002. Interest income on a tax-equivalent basis increased to $143.4 million in 2003 compared with $101.8 million in 2002. Theincrease
was primarily the result of a$910 million increase in the volume of earning assets, offset by a 0.94% decline in the yield on earning assets. The
increase in average earning assets was primarily related to loans and leases which were up $757.7 million and taxable investment securities which
were up $169.1 million. The growth in loans was due to internally generated growth and the acquisition of Centennial in November 2002.

Centennial had total loans and leases of $643 million at the time of the acquisition. The growth in taxable investment securities was due to purchases
of investment securities and the acquisition of Centennial. Centennial had $97.0 million of investment securities at the date of the acquisition. The
decline in the yield on earning assets was primarily the result of the decline in the yield on loans and leases and taxable securities. Theyield on loans
and leases declined 0.88% from 2002 to 6.63% for 2003. This decline was due to lower market yields in 2003 compared with 2002, resulting in
lower yields on new loan originations and refinancings. The Company uses prepayment penalties and rate floors to mitigate the risk of refinancings.
At December 31, 2003 the Company had approximately $636 million in loans with floors. Of this amount, approximately $276 million have
reference rates below their floor rates and therefore would not immediately reprice at the first rate increase. The yield on taxable securities declined
1.78% compared with 2002 to 3.55%. This decline was primarily the result of accelerated premium amortization on mortgage related securities and
the lower rate environment that resulted in new investments yielding less than maturing investments. Prepayments on mortgage related securities
accelerated in 2003 due to historically low mortgage rates and as aresult premiums paid on those securities were amortized on an accelerated basis.
Accelerated premium amortization totaled $1.2 million in 2003. Interest expense for 2003 increased $5.1 million over 2002 to $28.9 million. The
increase was due to the increase in the average volume of interest-bearing liabilities, offset by a decrease in theratespaid. The volume increase was
due primarily to increases in interest-bearing checking and savings accounts as well asincreases in time deposits, federal funds purchased, term debt
and notes payable for trust preferred securities. The increase in customer deposits was due to growth and the acquisition of Centennial. At thetime
of the acquisition, Centennial had interest-bearing deposits of approximately $567 million. Average notes payable on junior subordinated debentures
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and trust preferred securitiesincreased due to $75 million of issuancesin the third and fourth quarters of 2002 that were outstanding for all of 2003.
Additionally, the Company issued another $20.6 million in notes payable in December 2003. The rates paid on interest-bearing liabilitiesin 2003
decreased 0.54% compared with 2002 due primarily to decreases in rates paid on time deposits and interest-bearing checking and savings accounts.
These declines were due to aggressive downward repricing of deposits in response to the decline in market rates and decreases in the margin. Asa
result of the changes discussed there was a decline of 0.53% in the net interest margin.

Comparing 2002 to 2001, there was a $12.4 million increase in taxable equivalent interest income. Thisincrease was driven primarily by increasesin
the volume of earning assets, offset by a decrease in the average yield. The average volume of earning assets increased $337.3 million during 2002.
The earning asset increase was driven primarily by growth in average loans and leases, which were up $319.1 million compared with 2001. The
overal yield on earning assets decreased by 1.02% during 2002 compared to 2001 due primarily to a decrease in the average yield on the Company's
loan portfolio. The average yield on loans decreased from 8.73% in 2001 to 7.51% during 2002. This decrease was attributable to variable rate |oan
repricings and lower yields on new loan originations and refinancings. Variable rate loan repricings are based on market rates, primarily the Prime
and U.S. Treasury rates. The Prime rate declined 4.75% during 2001 and another 0.50% in 2002. The five and ten year constant maturity U.S.
Treasury rates declined 1.36% and 1.06%, respectively from December 31, 2001 to December 31, 2002. Interest expense for 2002 decreased to
$23.8 million from $32.4 million in 2001 due to decreases in the average rates paid on interest-bearing liabilities offset by increasesin the average
volume of interest-bearing liabilities. The cost of interest-bearing liabilities decreased from 3.74% in 2001 to 2.12% in 2002 as management
aggressively reduced deposit rates in response to the decrease in market rates. In the late third quarter and fourth quarter of 2002 the Company issued
$75 million in Trust Preferred Securities in connection with the acquisition of Centennial. Rates on these securities reset quarterly based on LIBOR
plus aspread. Also contributing to the improvement in net interest income was an increase in average non-interest-bearing sources of funds, which
increased $132 million compared with 2001. Theimpact of the changes discussed above was an improvement in the net interest margin from 5.13%
in 2001 to 5.38% in 2002.

PROVISION FOR CREDIT LOSSESFOR THE YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001

The provision for credit losses is management's estimate of the amount necessary to maintain an allowance for credit losses at alevel that is
considered adequate based on the risk of losses inherent in the loan and lease portfolio (see additional discussion under Credit Risk and Allowance
for Credit L osses). Management believes the allowance has been maintained at an adequate level with the provision for credit losses expense of $4.55
million in 2003, $3.89 million in 2002 and $3.19 million in 2001. Charge-offs, net of recoveries, were $3.93 million, $2.23 million and $1.67 million
for the years ended December 31, 2003, 2002 and 2001, respectively.

NON-INTEREST INCOME FOR THE YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001

Non-interest income was $39.04 million for 2003 compared with $28.34 million in 2002. Service fees, the largest component of non-interest income
increased $3.916 million over 2002 due primarily to the inclusion of the Centennial deposit accounts and related service fees for all of 2003 and only
1% monthsin 2002. Revenue generated from the Centennial accounts in 2003 was approximately $2.60 million. The remainder of the increase was
due to growth in the number of deposit accounts, repricing of selected fees and fees on new products introduced in 2003. Mortgage banking income,
the second largest component of non-interest income increased $2.40 million to $11.47 million. Mortgage banking income consists of origination
fees, gains on sales of mortgage loans and servicing fees, net of mortgage servicing rights amortization and impairment charges. Mortgage
originations totaled $863 million in 2003 compared with $778 million in 2002. Mortgage banking income was reduced by a $90,000 impairment
charge for mortgage servicing rightsin 2003. In 2002 there was a $1.22 million impairment charge. Brokerage commissions and fees increased
$486,000 over 2002 due in part to the recovery in the equity markets. In 2003, the Company reported gains on the sales of investment securities of
$2.16 million compared with aloss of $497,000 in 2002. In 2003 the Company sold its entire corporate bond portfolio of $3.7 million and $25
million of its municipal bond portfolio. The corporate sales were the result of the Company's desire to reduce its credit exposure in the investments
portfolio and the municipal bond sales were the result of the Company's desire to capture gains on a portion of this portfolio. Loss on the sale of
investment securities in 2002 was the result of corporate bond sales. Other income increased $1.25 million to $3.36 million in 2003. Theincrease
was due to the $417,000 gain on the sale of the Company's credit card portfolio, increased cash surrender value of Company owned life insurance and
approximately $200,000 from the sale of excess property.

Comparing 2002 with 2001, total non-interest income increased $4.95 million primarily due to higher mortgage banking income offset by aloss on
the sale of securities. Mortgage banking income increased due to increased mortgage activity as aresult of adecline in mortgage interest rates. The
loss on the sale of securities was aresult of the sale of the mgjority of the Company's corporate bond portfolio.

NON-INTEREST EXPENSE FOR THE YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001

Non-interest expense consists principally of employees' salaries and benefits, occupancy costs, service fees, brokerage settlement fees, intangible
amortization, supplies, marketing and communications expenses. Also included in non-interest expense are merger related expenses. One measure of
abank's ability to contain non-interest expense is the efficiency ratio. It is calculated by dividing total non-interest expense by the sum of taxable
equivalent net interest income and non-interest income. The Bank's efficiency ratio was 57.66% in 2003 compared with 58.26% in 2002 and 68.36%
in 2001. The efficiency ratio was high in 2001 due primarily to merger related costs.
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Non-interest expense increased to $95.27 million in 2003 compared with $66.71 million in 2002. Non-interest expense was up in amost all
categories due to the Centennial acquisition. The acquisition occurred in November 2002 and therefore only one and a half months of expense are
included in 2002 compared with afull year in 2003. The largest component of this increase was salaries and benefits, which increased $15.97
million primarily as aresult of the acquisition and personnel costs associated with increased mortgage originations. Additional increases were due to
increased staffing levels at the Bank as a result of new store openings, additional lending staff and annual raises. Occupancy and equipment expense
increased to $14.83 million in 2003 compared with $9.60 million in 2002. The primary reason for the increase was occupancy and equipment
expenses associated with the Centennia acquisition. Marketing expense increased to $3.57 million in 2003 compared with $1.84 million in 2002 as
the Company sought to establish its brand in new markets that were aresult of the Centennial acquisition. Services, which include expenses of
attorneys, accountants, ATM network fees, armored car and messenger services, correspondent bank fees, internet banking and other professional
feesincreased to $7.37 million in 2003 compared with $5.04 million in 2002. The increase was associated with the Company's expanded store
network due to the Centennial acquisition.

Merger related expenses consist of non-capitalizable costs that management determines are a result of the Company's merger activities. Merger
related expenses were $2.08 million in 2003 compared with $2.75 million in 2002 and $6.61.million in 2001. Merger related expenses by year were

asfollows:

Y ears Ended December 31,

($000's) 2003 2002 2001

Professional fees $ 92 $ 224 $ 2,118
Severance and relocation 526 726 1,647
Premises and equipment write-downs 657 - 1,205
Contract settlements - - 798
Marketing and communications 169 1,079 118
Other 638 723 724

$ 2,082 $ 2,752 $ 6,610

Comparing 2002 with 2001, non-interest expense increased to $66.71 million from $60.88 million. Excluding merger expenses, the largest
component of thisincrease was salaries and benefits, which increased $6.86 million. Of thisincrease, approximately $2.14 million was due to
increased personnel costs associated with mortgage loan originations. The remainder of the increase was due to increased staffing levels at the Bank
as aresult of new store openings, additional lending staff and annual raises. Occupancy and equipment expense increased due to occupancy and
equipment expenses associated with expansion of the Company's store network, including the acquisition of LBB in December 2001. Services
increase was associated with the Company's expanded store network, internet banking fees and higher correspondent bank fees. Intangible asset
amortization declined to $405,000 in 2002 due to the adoption of Statement of Financial Accounting Standards ("SFAS") No. 142, Accounting for
Goodwill and Other Intangible Assets. The statement required that goodwill and other intangibles with indefinite lives no longer be amortized and
instead be tested for impairment at least annually.

INCOME TAX EXPENSE FORTHE YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001

The provision for income taxes was $18.38 million, $12.30 million and $6.41 million for the years 2003, 2002 and 2001, respectively. The provision
resulted in effective combined federal and state tax rates of 35.0%, 35.9% and 42.8%. The higher effective tax rate in 2001 was due to the tax
treatment of certain merger related expenses.
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INVESTMENT PORTFOLIO

Investment securities are classified as either available-for-sale or held-to-maturity according to management's intention. The objectives of the
investment portfolio are to provide liquidity, balance interest rate risk positions and provide a profitable interest yield to the Company. The
following table provides the carrying values of the Company's portfolio of investment securities as of December 31, 2003, 2002 and 2001:

December 31,
($000's) 2003 2002 2001
Investment Securities Available-For-Sale At Fair Value:
U.S. Treasury and agencies $ 172,774 $ 53,188 $ 44,001
U.S. Government agency mortgage-backed securities 255,390 193,257 95,925
Corporate obligations - 3,750 8,647
Obligations of states and political subdivisions 24,267 60,927 44,684
Other investment securities 49,473 20,038 331
$ 501,904 $ 331,160 $ 193,588
Investment SecuritiesHeld-To-Maturity At Amortized Cost:
U.S. Treasury and agencies $ - $ - $ 200
U.S. Government agency mortgage-backed securities - - 2
Obligations of states and political subdivisions 14,237 17,780 18,537
Other investment securities 375 675 395
$ 14612 $ 18,455 $ 19,134

The Company's available-for-sale investment portfolio increased from $331.2 million at December 31, 2002 to $501.9 million at December 31, 2003.
During 2003 the Company purchased $399.2 million in securities and had maturities, payments and sales of $220.2 million. The Company had net
unrealized losses of $1.42 million at December 31, 2003 compared with net unrealized gains of $5.45 million at December 31, 2002. The decline
was partly due to $2.20 million of gains realized from the sale of a portion of its available-for-sale securities.

The Company's held-to-maturity investment portfolio decreased from $18.5 million to $14.6 million due to maturities of a portion of these securities.

There were no securities that have had continuous unrealized losses for more than 12 monthsin 2003 or 2002.
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The maturity distribution and yields of securities at December 31, 2003 were as follows:

($000')
U.S. Treasuries and Agencies:
One year or less
Oneto five years
Five to ten years
Over ten years

Obligations of States and Political Subdivisions:

One year or less

Oneto fiveyears
Five to ten years
Over ten years

Serial Maturities(2)

Other investment securities

December 31, 2003

Approximate Weighted

Amortized Market Average

Cost Vaue Yield (1)
$ 29,128 $ 29,278 3.93%
62,133 62,956 3.92%
79,996 79,514 4.02%
1,006 1,026 5.16%
172,263 172,774 3.97%
4,982 5,025 6.14%
12,898 13,484 6.63%
13,717 14,519 7.76%
6,182 6,238 7.69%
37,779 39,266 7.15%
257,483 255,390 4.27%
50,412 49,858 2.78%
$ 517,937 $ 517,288 4.49%

(1) Weighted average yields are stated on afederal tax equivalent basis at a 35% effective tax rate.
(2) Seria maturities includes mortgage-backed securities, collateralized mortgage obligations and asset-backed securities.

LENDING ACTIVITIES

The Company provides awide variety of credit servicesto its customers including commercial real estate construction and term loans, commercia
lines of credit, secured and unsecured commercial loans, secured and unsecured loans and lines to individuals, and residential construction and term

real estate loans.

The Company maintains sound |oan underwriting standards with written loan policies, individual lending limits and depending on the size of the
credit request, reviews by the Board of Director's Loan and Investment Committee. Underwriting standards are designed to achieve a high-quality
loan portfolio, compliance with lending regulations and the desired mix of loan maturities, repricing characteristics and industry concentrations. The
Company further seeks to minimize credit risk by monitoring the financial condition of its borrowers and the value of collateral.

The following table presents the composition of the Company'sloan and lease portfolio at December 31 of the years indicated:

2003 2002 2001 2000 1999

($0009) AMOUNT % AMOUNT % AMOUNT % AMOUNT % AMOUNT %
Commercid $ 566,092 283% $ 554,748 312% $ 235809 23.2%  $ 161,709 215%  $ 129461 204%
Red etae

Congruction 232,792 11.6% 270,115 15.2% 151,468 14.9% 67,789 9.0% 58,995 9.3%

Mortgage 1,106,998 55.3% 866,878 48.7% 556,935 54.8% 443414 59.0% 365,707 57.5%
Individuas 86,023 4.3% 79,169 4.5% 59,988 5.9% 69,457 9.2% 75,102 11.8%
Leasss 10,918 0.5% 6,698 0.4% 4,098 0.4% 3,756 0.5% 2,725 0.4%
Other 764 0.0% 707 0.0% 7,844 0.8% 5,885 0.8% 3611 0.6%

Total $ 2003587  100.0% $ 1778315  100.0% $ 1016142  100.0% $ 752,010 100.0% $ 635,601 100.0%
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The following table sets forth the Company's loan portfolio maturities on fixed rate loans and the repricing dates on variable rate loans, at
December 31, 2003:

($000's) Within 1 Year ltoSYears After 5 Years Total
Fixed-Rate L oan Maturities
Commercial $ 24,579 $ 63,397 $ 37,214 $ 125,190
Real Estate 31,809 77,534 135,990 245,333
Individuals 928 3,716 6,851 11,495
Other 764 - - 764
Total $ 58,080 $ 144,647 $ 180,055 $ 382,782
($000's) Within 1 Year lto5Years After 5 Years Total
Adjustable-Rate L oan Repricing
Commercial $ 367,175 $ 69,067 $ 4,660 $ 440,902
Real Estate 435,826 603,727 54,904 1,094,457
Individuals 58,229 10,546 5,753 74,528
Other - - - -
Tota $ 861,230 $ 683,340 $ 65,317 $ 1,609,887

REAL ESTATE LOANS

Real estate secured |oans comprise the largest segment of the Company's loan portfolio. Of the $1.34 billion outstanding at December 31, 2003,
approximately $1.07 billion consisted of commercial real estate term loans, $232.79 million were construction loans and $35.28 million were
residential term loans. Income property loans and commercial loans secured by real estate typically involve large balances to single borrowers or
groups of related borrowers. At December 31, 2003, $1.094 billion of real estate |loans had adjustable or floating rates and $245.33 million had fixed
rates. Income property and commercia loans secured by real estate generally have maturities of 10 years or less. Construction loans generally have
maturities of one year.

COMMERCIAL LOANS

Commercial loans are the second largest category of loans. The Company provides awide range of commercial loans including working capital lines
of credit and term loans for the acquisition of equipment and other purposes. Collateral generally includes equipment, accounts receivable and
inventory. Where warranted by the financial condition of the borrower, loans may be made on an unsecured basis. At December 31, 2003 $440.90
million of commercial loans had adjustable or floating rates and $125.19 million had fixed rates. Operating lines of credit are payable on demand
and subject to annual renewal. Term loans maturities generally range from one to five years.

LOANSTO INDIVIDUALS

Loans to individuals consist of personal lines of credit, installment loans, home equity lines of credit and home equity term loans. At December 31,
2003, $74.53 million of loans to individuals had variable rates and $11.50 million were at fixed rates. Personal lines of credit are subject to periodic
review, home equity loans have maturities up to twenty years and installment |oans have maturities up to fifteen years.

COMMITMENTS AND CONTINGENT LIABILITIES

In the ordinary course of business, the Company enters into various types of transactions that include commitments to extend credit and standby
letters of credit. Credit standards applied to commitments are the same as those used in all lending processes, and these commitments are included in
lending risk evaluations. Collateral for these commitments may include cash, accounts receivable, inventory, equipment securities and/or real estate.
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CREDIT AUTHORITY AND LOAN LIMITS

All loans and other credit facilities are subject to credit and collateral approval procedures and loan amount limitations. Loan officers and
commercia banking center managers have individual authority to approve loans in amounts up to established limits, ranging from $25,000 to
$750,000. Credit requestsin excess of those limits, or not in conformance with lending policies, are reviewed by successive levels of approval

authority according to the total amountsinvolved. The Board of Directors must approve all loans to executive officers and Directors of the
Company.

Under Oregon law, permissible loans from afinancial institution to one borrower are generally limited to 15% of the institution's Tier 2 Capital and
may be made to the borrower if the obligations are secured by afirst lien on real estate, and the obligation does not exceed 80% of the fair market
value of the real estate as determined by an independent appraisal. At December 31, 2003 the Bank's legal lending limit was $39.63 million (or
$66.05 million if secured by afirst lien on real estate). However, internal guidelines provide for alending limit of $20 million and maximum
exposure to one borrower is held to that level in most instances.

NON-PERFORMING ASSETS

Non-performing loans include |oans that are on non-accrual status and loans that are 90 days past due with respect to the payment of principal or
interest. Non-performing assets decreased substantially from $20.60 million at December 31, 2002 to $13.95 million at December 31, 2003. The
decrease was primarily due to decreases in nonaccrual loans and in loans past due 90 days but still accruing interest.

Y ears Ended December 31,

($000's) 2003 2002 2001 2000 1999
Loans on non-accrual status $ 10,498 $ 15152 $ 3,055 $ 1,275 $ 2,417
Loans past due greater than 90 days but
not on non-accrual status 927 3,243 311 306 362
Other real estate owned ("OREQ") 2,529 2,209 1,061 - 86
Total non-performing assets $ 13954 $ 20,604 $ 4,427 $ 1,581 $ 2,865

Percentage of non-performing assets to total
loans and leases and OREO 0.69% 1.16% 0.44% 0.21% 0.45%

Percentage of non-performing loans and leases to 0.57% 1.03% 0.33% 0.21% 0.44%
total loans and leases

The accrua of interest on aloan is discontinued when the future collection of principal or interest isin doubt. Loans placed on nonaccrual status may

or may not be contractually past due at the time of such determination, and may or may not be secured. When aloan is placed on non-accrua status,
interest previously accrued but uncollected is reversed and charged against current income.

OREO consists of rea estate acquired through foreclosure or by adeed in lieu of foreclosure. Propertiesin OREO are carried at the lower of net
realizable value or the principal balance of the related loan. Any excess of the loan balance over fair value of the property at the time of acquisitionis
charged to the allowance for credit losses.

CREDIT RISK AND ALLOWANCE FOR CREDIT LOSSES

The Bank's Credit Administration and Credit Review Departments are responsible for the establishment and oversight of the Bank's credit risk
policies. The credit policies address underwriting standards, internal lending limits, portfolio concentration levels, a credit risk grading system and
processes for monitoring credit risk in the portfolios. Loans are primarily monitored by closely following changes and trends in assigned risk ratings
and changes and trends in past due and collection activity. Commercial loans are assigned individual risk ratings. These ratings are assigned at
origination by the lender based upon individual credit analysis; management reviews these ratings. The Credit Review Department ("Credit Review")
independently conducts reviews of the Bank's lending units to ensure risk ratings are appropriate. Credit Review also reviews loans with repeated
past due payments to determine if the risk grade is still appropriate. The review findings are reported to senior management and the Loan and
Investment Committee of the Board of Directors.

Loans placed on non-accrual status are further evaluated for potential impairment and possible loss based upon review and discussion among lending
officers, collection officers, credit review, credit administration and senior management. Factors considered include the market value of collateral,
cash flows generated by the borrower, third-party guarantees, the general economic climate and any specific industry trends that may affect an
individual loan.
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Between 1997 and 2003, the Bank's loan portfolio grew from $409.7 million to $2.0 billion as a result of acquisitions, increased market share and
expansion into new locations. The Bank maintains sound underwriting practices for loans and management has funded the allowance to keep pace
with loan growth. The make-up of the loan portfolio changed with the loan growth. The portfolio has gradually evolved from an 80%/20% mix
between commercia and consumer borrowersin 1997 to a 95%/5% mix in 2003 (see "lending activities'). This migration resulted in an increase in
the average loan size and an increase in exposure to the higher level risk associated with commercial and commercial real estate loans.

The Bank also monitors industry concentration levelsin its loan and |ease portfolio and maintains an allowance level to cover risksidentified by
industry.

ALLOWANCE AND PROVISION FOR CREDIT LOSSES

Credit loss allowance alocations are calculated based on risk grades of commercia loans and ratings of consumer loans. Loans receive risk grades

based on the evaluation of the quality of the individual credit. The evaluation is based on the financia strength of the borrower and/or the valuation
of the underlying collateral. Credit loss reserve allocations for risk grades are based on regulatory standards, historical loss rates and management's
assessment of the economic climate and current conditions. Potential problem loans are reviewed for impairment and assigned a specific allowance,

if appropriate. While allowance amounts are allocated to various portfolio categories or classifications, the total allowance is available to absorb
losses from any loan category.

The following table sets forth the allocation of the allowance for credit losses:

2008 2002 201
PERCENTAGEOF PERCENTAGE OF PERCENTAGEOF
LOANSIN LOANSIN LOANSIN
EACH CATEGORY EACH CATEGORY EACH CATEGORY
(%0009 AMOUNT TOTOTAL LOANS AMOUNT TOTOTAL LOANS AMOUNT TOTOTAL LOANS
Commadd $ 1o 8% $ 11010 A% $ 370 283%
Red edate 12639 67.3% 11,32 669% 7919 700%
Loenstoindividuds 1225 43% 1653 28% 1121 5%
Other - - - - 7 08%
Undlocated 7 - 766 - 414
$ B 1000% $ 24731 100020 $ 13221 1000%
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The following tableillustrates historical activity in the allowance for credit losses:

Y ears Ended December 31,

($000's) 2003 2002 2001 2000 1999
Loans and leases outstanding at end of year (1) $ 2,003,587 $ 1,778,315 $ 1,016,142 $ 752,010 $ 635,601
Average |oans and leases outstanding (1) $ 1,868,165 $ 1,134,832 $ 827,481 $ 688,893 $ 561,762
Allowance for credit losses, beginning of year $ 24731 $ 13221 $ 9,838 $ 9,617 $ 8,497
Charge-offs:
Commercial 5,429 1,685 1,380 1,205 553
Real estate 15 679 111 105 31
Consumer 633 428 655 531 535
Total charge-offs 6,077 2,792 2,146 1,841 1,119
Recoveries:
Commercia 1,761 440 308 53 263
Real estate 123 31 25 6 -
Consumer 264 87 143 67 114
Total recoveries 2,148 558 476 126 377
Net loans and |eases charged off 3,929 2,234 1,670 1,715 742
Provision charged to income 4,550 3,888 3,190 1,936 1,862
Acquisitions - 9,856 1,863 - -
Allowance for credit losses, end of year $ 25352 $ 24731 $ 13221 $ 9,838 $ 9,617

Ratio of net loans and leases charged off to average
loans and |eases outstanding 0.21% 0.20% 0.20% 0.25% 0.13%

Ratio of allowance for credit losses to ending
total loans and leases 1.27% 1.39% 1.30% 1.31% 1.51%

(1) Excluding mortgage |oans held for sale.

The Bank maintains an allowance for credit losses to absorb losses in the loan and |ease portfolio. Management monitors the loan and |ease portfolio
and evaluates the adequacy of the allowance quarterly. The reserve is maintained at alevel management considers adequate to cover therisk in the
loan and lease portfolio.

The Bank follows guidance from the Interagency Policy Statement issued by the FFIEC regarding Allowance for Credit Losses M ethodol ogies.
Quarterly, management determines the appropriate allowance for credit losses utilizing the following factors:

Loss estimate based on internal risk grades of adversely risk rated loans
Loss estimate by loan type excluding adversely risk rated loans

Loss estimates based on historical |0ss percentages

Managements judgment based on current economic and other factors
Specific loss estimates on problem loans

Management's determination of the adequacy of the allowance is based on an assessment of the risk in the portfolio given the conditions at the time.
This assessment consists of certain loans and leases being evaluated on an individual basis, aswell as al loans being categorized based on common
credit risk attributes and being evaluated as a group. The adequacy of the allowance is monitored on an ongoing basis and is based on management's
evaluation of numerous factors.
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GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill and other intangible assets consist of goodwill and core deposit intangibles. Goodwill and other intangibles totaled $159.59 million at
December 31, 2003 compared with $160.97 million at December 31, 2002. Goodwill arises from acquisitions accounted for using the purchase
method and represents the excess of the purchaseprice over the estimated fair value of the net assets acquired. Effective January 1, 2002 the
Company adopted SFAS No. 142, Accounting for Goodwill and Other Intangible Assets and accordingly no longer amortizes its goodwill. The
Company completed impairment testing of its intangibles, as required by SFAS No. 142, during 2003 and determined that there was no impairment.
Other intangibles consist of core deposit intangibles, which are being amortized over their estimated useful life on an accelerated basis.

DEPOSITSAND BORROWINGS

Tota deposits increased $274.4 million over December 31, 2002 to $2.38 hillion at December 31, 2003. Depositsincreased in virtually all regions
during the year. During 2003 interest-bearing and non-interest-bearing checking deposits grew $329.33 million, while savings accounts and time
deposits decreased $16.08 million and $38.85 million, respectively.

The following table sets forth the average balances of the Company'sinterest-bearing liabilities, interest expense and average rates paid for the
periods indicated:

YearsEnded Deoamber 3L,
2003 2002 2001
Avaae Intees  Avaage Aveae Interest Avaae Avaage Interes Avaage
Bdanee Expanse Rate Balance BExpae Rate Balance Bxpase Rate
($0009)
Liabilities
Interest-bearing checkingand
svingsaocoounts $ 1086574 $ 9269 08™% $ 501919 $ 58%8 100% $ 415307 $ 8587 20/%
Timedeposts 602,502 14,339 233% 463003 15647 338% 39166 21568 540%
Fedard fundspurchesed and
repurdnese areamants 43021 502 117 27,020 32 138% 21,110 614 291%
Tam dext 41,699 1,035 248% 26,743 1,024 38% 30233 1,640 542%
Trus prefared ssounities 76444 3715 485% 16,068 86 533% - - 006
Totd interes-bearing lidhilities 1829240 $ 28860 158% 1124753 _$ 23797 212% 866816 _$ 32409 37%%
Nor+nterest-bearing lichilities 577579 328248 230491
Totd lighilities $ 2406819 $ 1453001 $ 1105307

JUNIOR SUBORDINATED DEBENTURES HELD BY TRUSTS THAT I SSUED GUARANTEED CAPITAL DEBT SECURITIESAND TRUST
PREFERRED SECURITIES

Umpqua Statutory Trust I, [1 and 111 issued $75 million of Mandatorily Redeemable Preferred Securities during the third and fourth quarters of 2002.
On December 23, 2003, the Company issued $10 million of Mandatorily Redeemable Preferred Securities through a trust subsidiary, Umpqua
Statutory Trust 1V. Bear Stearns and J.P. Morgan underwrote the offering. The Company received gross aggregate consideration of $10 million and
incurred $100,000 in underwriting commission and costs, for net proceeds of $9,900,000. On December 30, 2003, the Company issued $10 million
of Mandatorily Redeemable Preferred Securities through a trust subsidiary, Umpqua Statutory Trust V. Keefe Bruyette & Woods and First
Tennessee underwrote the offering. The Company received gross aggregate consideration of $10 million and incurred $90,000 in underwriting
commission and costs, for net proceeds of $9,910,000. These securities are not convertible to equity securities.

The Company owns 100 % of the common equity of the Trustsl|, 11, l11, IV and V. The proceeds of the offerings were invested by the Trustsin
junior subordinated debentures of the Company. The debentures bear the same terms and interest rates as the related Trust Preferred Securities. The
Company has wholly and unconditionally guaranteed all of the obligations of the Trusts. The Trust Preferred Securities have a 30-year stated
maturity date, but are optionally redeemable by the Company after five years. Interest on the Trust Preferred Securities resets quarterly based on the
90-day LIBOR rate plus amargin. The margin over LIBOR on the securities varies from 3.35%-3.50%. In January 2003, the Financial Accounting
Standards Board ("FASB") issued Interpretation No. 46 ("FIN 46"), Consolidation of Variable Interest Entities. FIN 46 provides guidance on how to
identify the primary beneficiary of avariable interest entity and determine when the primary beneficiary should consolidate the variable interest
entity. The recognition and measurement provisions of this Interpretation were adopted for the Company's Trust Preferred subsidiaries for the quarter
ended September 30, 2003 and resulted in a de-consolidation of the trusts. Under applicable regulatory guidelines, the securities qualify as Tier 1
capital subject to certain limitations. At December 31, 2003 the regulatory limitations did not affect the Company's Tier 1 capital calculation.

MARKET RISK
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Interest-rate, credit, liquidity and operations risks are the most significant risks affecting the Company's performance. Other types of risks, such as
commodity and foreign exchange risk do not impact the Company in the normal course of business. The Company relies on credit reviews,
underwriting standards and the adequacy of the allowance for credit losses to mitigate credit risk. The Company manages liquidity risk through the
maintenance of cash resources, lines of credit with other financial institutions and a stable base of core deposits. See additional discussionin the
Liquidity section.

The Company manages interest rate risk which is the balance between the rate-sensitive assets and rate-sensitive liabilities being repriced in any
given period with objectives of minimizing fluctuations in net interest income. The Company considers its rate-sensitive assets to be those that either
contain a provision to adjust the interest rate periodically or mature within one year. These assets include certain loans and leases and investment
securities and interest-bearing deposits in other banks. Rate-sensitive liabilities are those liabilities that are considered sensitive to periodic interest
rate changes within one year, including maturing time certificates, savings deposits, interest-bearing demand deposits and junior subordinated
debentures. The difference between the aggregate amount of assets and liabilities that reprice within various time framesis called the "static gap."”
The Company generally seeks to maintain a balanced position within one year, whereby the difference between assets and liabilitiesis minimized.
Thisis accomplished by maintaining a significant level of loans and leases, investment securities and deposits available for repricing within one year.

According to the traditional financial institution industry static gap analysis set forth on the following table, the Company was liability sensitive
within one year due primarily to the significant balance of interest-bearing demand deposits. These deposits do not necessarily react at the sametime
or in the same degree as the Bank's lending rates.

($000's) By Repricing Interval Non-Interest-

December 31, 2003 0-3Months 3-12 Months 1-5 Years Over 5 Years Bearing Funds Total

Assets

I nterest-bearing depositsin other $ 30441 | $ - $ - $ - $ - $ 30441

Securitiesavail able-for- 93,803 45,781 167,685 194,635 - 501,904

Securities held-to-maturity 30 70 1,822 12,690 - 14,612

Trading account assets 1,265 - - - - 1,265

Loans and leases, including loans held for 733,120 227,899 836,018 244,348 - 2,041,385

Non-interest-earni ng assets and allowance

~crediit losses - - - - 374,208 374,208
Total 858,659 273,750 1,005,525 451,673 374,208 $2,963,815

Liabilities and Shareholders Equity

Interest-bearing demand 1,048,733 - - - - $1,048,733

Savingsdeposits 145,960 - - - - 145,960

Time deposits 164,137 280,830 146,481 2,150 - 593,598

Securities sold under agreements to 43,531 - - - - 43,531

Federal funds purchased 40,000 - - - - 40,000

Trust preferred securities 97,941 - - - - 97,941

Term debt 5,000 50,000 - - - 55,000

Non-interest-bearing liabilities and

equity - - - - 939,052 939,052

Total 1,545,302 330,830 146,481 2,150 939,052 $2,963,815

Interest rate sensitivity gap (686,643) (57,080) 859,044 449,523 (564,844)

Cumulative interest rate sensitivity gap $ (686643) | $ (743723) _$115321 | $ 564844 _$ -

Cumulative gap as a % of earning -26.5% -28.7% 4.5% 21.8% 0.0%
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In addition to the static gap report, management uses an asset-liability simulation model to measure interest rate risk. The model simulates net interest
income under various interest rate scenarios over atwelve-month period. The model results indicate that the Company will be slightly negatively
impacted by falling interest rates and would be slightly positively impacted by rising interest rates. It should be noted that the model does not
necessarily take into account future management actions that could be undertaken, if there were a change in actual market interest rates during the
year. Additionally, certain assumptions are required to perform modeling simulations that may have a significant impact on the results. Model
assumptionsinclude parallel and sustained shiftsin the yield curve, asset growth and mix, liability growth and mix, timing and amount of non-
maturity deposit repricing, estimated prepayments of loans and investments, and changes in the mix of the balance sheet. The change in net interest
income may not always follow the general expectations of an asset sensitive or liability sensitive balance sheet during periods of changing interest
rates, because interest rates earned or paid may change by differing increments and at different time intervals for each type of interest sensitive asset
or liability. Asaresult of these factors, at any given time, the Company may be more sensitive or less sensitive to changes in interest rates than
indicated in the following table. Management reviews predicted results versus actual results on a periodic basis and as aresult of these reviews

modifies assumptions as appropriate.
Based on afinancia analysis of the asset-liability simulation model performed as of December 31, 2003 and 2002, which takes into account how the

specific interest rate scenario would be expected to affect each interest-earning asset and each interest-bearing liability, the Company estimates that
changesin market interest rates would affect the Company's performance as follows:

December 31, 2003 December 31, 2002
Increase (decrease) Estimated Increase (decrease) Estimated
in Net Interest Net Interest in Net Interest Net I nterest
Income Margin Income Margin

($000's)

Interest rateincrease of:

100 basis points $3,434 4.78% $4,809 5.58%
200 basis points $5,433 4.85% $7,642 5.70%
Interest rate decrease of:

100 basis points ($4,199) 4.51% (%6,200) 5.12%
200 basis points ($6,852) 4.41% ($10,550) 4.94%

LIQUIDITY

Maintaining the appropriate amount of liquidity enables the Company to meet the borrowing needs of its customers and withdrawals of its depositors.
The Company meetsits liquidity needs through the maintenance of cash resources, lines of credit with other financial institutions, a stable base of
core deposits and the use of junior subordinated debentures held by trusts that issued guaranteed capital debt securities. Excess funds, when
available, are deposited on a short-term basis with the Federal Home Loan Bank ("FHLB") or invested overnight with other banks as federal funds
sold. Customer deposits are the Company's primary source of funds. Having a stable and diversified deposit base is a significant factor in the
Company's long-term liquidity structure.

At December 31, 2003 the Company had an available line of credit at FHLB of $97.9 million, which was secured by a blanket pledge of selected
bank assets. The Company also had total fed funds lines at various financial institutions totaling $63.0 million at other financial institutions. At
December 31, 2003 the Company had overnight investments of $24.5 million. The Company also has the flexibility of selling securities from its
available-for-sale investment portfolio to meet liquidity needs.
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The following table presents the Company's future contractual obligations:

Lessthan Morethan

($000's) 1 year 1-3vears 3-5years 5years Total
Equipment leases $ 3 $ 5 $ - $ - $ 8
Real estate leases 2,910 5,582 4,642 12,184 25,318
Long term debt 50,000 5,000 - - 55,000
Junior subordinated debentures held by trusts

that issued guaranteed capital debt securities - - - 97,941 97,941
Other 987 675 675 3,278 5,615

Total $ 53,900 $ 11,262 $ 5317 $ 113,403 $ 183,882

CAPITAL

Shareholders equity was $319.0 million at December 31, 2003 compared with $288.2 million at December 31, 2002. The increase was due primarily
to earnings and stock options exercised, offset by a decrease in accumulated other comprehensive income and dividends paid.

Management seeks to maintain capital at alevel that provides shareholders, customers and regulators with assurance of the Company's financial
soundness, while at the same time employing leverage to achieve adesirable level of profitability. The Company is subject to certain minimum
regulatory capital standards. These minimum standards include maintaining Tier 1 Capital at 4.0% and Total Capital at 8.0% of risk-weighted assets.

At December 31, 2003 the Company had a Tier 1 ratio of 10.67% and a Total Capital ratio of 11.73%.

The Bank is also subject to regulatory capital standards. These minimum standards include maintaining Tier 1 Capital at 4.0% and Total Capital at
8.0% of risk-weighted assets. At December 31, 2003 the Bank had a Tier 1 ratio of 10.04% and a Total Capital ratio of 11.11%.
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Shareholders of
Umpqgua Holdings Corporation
Portland, Oregon

We have audited the consolidated balance sheets of Umpqua Holdings Corporation and subsidiaries (the
"Company") as of December 31, 2003 and 2002, and the related consolidated statements of income, changes in
shareholders equity, and cash flows for each of the three years in the period ended December 31, 2003. These
financial statements are the responsibility of the Company's management. Our responsibility isto express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on atest basis,
evidence supporting the amounts and disclosures in the financia statements. An audit also includes ng
the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of Umpqgua Holdings Corporation and subsidiaries as of December 31, 2003 and 2002, and the results
of their operations and their cash flows for each of the three years in the period ended December 31, 2003 in
conformity with accounting principles generally accepted in the United States of America

/9 Deloitte & Touche LLP

Portland, Oregon
February 27, 2004
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UMPQUA HOLDINGS CORPORATION

CONSOL IDATED BALANCE SHEETS
DECEMBER 31, 2003 AND 2002 ($000's)

ASSETS
Cash and due from banks, non-interest-bearing (Note 2)
Federal funds solc
Interest-bearing deposits in other banks
Total cash and cash equivalents
Trading account securities
Investment securities available-for-sale, at fair value (Note 3)
Investment securities held-to-maturity, at amortized cost (Note 3)

Mortaade loans held for sale, at cost which approximates market

Loans receivable (Note 4)
Leases

Less: Allowance for credit losses (Note 4)

Loans and leases, net

Federal Home Loan Bank stock, at cost
Premises and equipment, net (Note 5)
Mortgage servicing rights, net (Note 6)
Goodwill and other intangibles, net (Note 7)

Accrued interest receivable and other assets

LIABILITIESAND SHAREHOLDERS EQUITY
Deposit liahilities:

Demand, non-interest-bearing

Demand, interest-bearing

Savings

Time deposits (Note 8)

Total deposit liabilities

Securities sold under agreements to repurchase (Note 9)
Federal funds purchase
Term debt (Note 16)
Trust preferred securities (Note 17)

Junior subordinated debentures held by Trusts that issued guaranteed

capital debt securities (Note 17)
Accrued interest payable and other liabilities

Commitments and contingencies (Notes 10 and 20)

Shareholders' equity (Notes 18 and 19)

Common stock, no par value, 100,000,000 shares authorized; issued and

outstanding: 28,411,816 in 2003 and 27,980,591 in 2002
Retained earnings
Accumulated other comprehensive (loss) income

See notes to consolidated financial statements.

2003 2002
$ 103,565 $ 101892
24,500 12,049
5,941 6,601
134,006 120,542
1,265 1,905
501,904 331,160
14,612 18,455
37,798 62,349
1,992,669 1,771,617
10,918 6,698
(25,352) (24,731)
1,978,235 1,753,584
7,168 6,589
63,328 58,585
10,608 9,316
159,585 160,967
__ 55306 32512
$ 2963815 $ 2555964
$ 589,901 $ 494,810
1,048,733 814,494
145,960 162,043
593,598 632,443
2,378,192 2,103,790
43,531 31,232
40,000 5,000
55,000 24,219
- 75,000

97,941 -
30,182 28,564
2,644,846 2,267,805
230,773 225,380
89,058 59,475
(862) 3,304
318.969 288,159
$ 2,963,815 $ 2,555,964
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UMPQUA HOLDINGS CORPORATION
CONSOLIDATED STATEMENTSOF INCOME

YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001 ($000's except per share amounts)

INTEREST INCOME
Interest and fees on loans
Interest on taxable investment securities
Interest on tax-exemnot investment securities
Dividends on FHLB and FRB stock
Interest on temporary investments

Interest on trading account assets
Total interest income
INTFRFST FXPFNSF
Interest on deposits
Interest on federal funds purchased and reourchase aoreements

Interest on borrowed funds
Interest on notes payable of junior subordinated debentures and

trust preferred securities
Total interest expense
Net interest income

Provision for credit losses (Note 4)
Net interest income after provision for credit losses
NON-INTEREST INCOME
Service fees
Brokeraoe commissions and fees
Mortgage banking income
Gain (loss) on sale of investments
Other income
Total non-interest income
NON-INTEREST EXPENSE
Salaries and benefits (Note 15)
Occupancv and eauipment
Communications
Marketina
Supplies
Services
Settlement fees
I ntanaible amortization
Other operatina
Merger expense (Note 12)
Total non-interest expense

INCOME BEFORE PROVISION FOR INCOME TAXES
PROVISION FOR INCOME TAXES (Note 11)
NET INCOME

EARNINGS PER COMMON SHARE (Note 14)
Basic
Diluted

See notes to consolidated financial statements.

2003 2002 2001
$ 126.900 $ 86.967 $ 73222
11,948 8,942 9,220
2.443 3.032 2737
307 466 533
465 836 2,236
69 82 90
142,132 100,325 88,038
23,608 21,545 30,155
502 372 614
1.035 1.024 1.640

3,715 856 -
28,860 23,797 32,409
113,272 76,528 55,629
4,550 3,888 3,190
108,722 72,640 52,439
12,556 8.640 7,768
9.498 9.012 8.309
11,473 9,075 5,106
2.155 (497 210
3,361 2,113 2,005
39,043 28,343 23,398
53,090 37117 30.260
14.833 9.596 8.263
4,630 3.147 2.633
3.567 1.837 1.580
2,100 1,591 1.650
7.367 5.043 4.025
77 822 619
404 405 1,134
6.419 4.404 4.107
2,082 2,752 6,610
95,269 66,714 60,881
52,496 34,269 14,956
18,377 12,301 6,406
$ 34,119 $ 21,968 $ 8550
$ 1.19 $ 1.03 $ 0.45
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UMPQUA HOLDINGS CORPORATION

CONSOLIDATED STATEMENTS OF CHANGESIN SHAREHOLDERS EQUITY
YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001 ($000's)

Accumulated
Other Com-
Common Stock prehensive Compre-
Retained Income hensive
Shares Amount Earnings (Loss) Income

BALANCE AT JANUARY 1, 2001 18,728,300 $ 76,127 $ 35,016 $ 343
Net income 8,550 $ 8550
Other comprehensive income, net of tax

Unrealized gains on securities arising during the period (1) 1,649 1,649
Comprehensive income $ 10,199
Stock option plans (Note 19) 110,258 811
Stock issued in connection with acquisitions (Note 12) 1,114,407 15,330
Cash dividends (2,525)
Balance at December 31, 2001 19,952,965 $ 92,268 $ 41,041 $ 1992
BALANCE AT JANUARY 1, 2002 19,952,965 $ 92,268 $ 41,041 $ 1,992
Net income 21,968 $ 21,968
Other comprehensive income, net of tax

Unrealized gains on securities arising during the period (2) 1,312 1,312
Comprehensive income $ 23280
Deferred compensation related to acquisitions (356)
Deferred compensation earned durina the period 140
Stock repurchased and retired (14,893) (228)
Stock option plans (Note 19) 223,438 2,285
Stock issued in connection with acauisitions (Note 12) 7,819,081 131,271
Cash dividends (3.534)
Balance at December 31, 2002 27,980,591 $ 225,380 $ 59,475 $ 3,304
BALANCE AT JANUARY 1, 2003 27,980,591 $ 225,380 $ 59.475 $ 3.304
Net income 34,119 $ 34119
Other comprehensive loss, net of tax

Unrealized losses on securities arising during the period (3) (4,166) (4,166)
Comprehensive income $ 29,953
Deferred compensation earned durina the period 149
Stock repurchased and retired (24,000) (409)
Stock option plans (Note 19) 455,225 5,653
Cash dividends (4,536)
Balance at December 31, 2003 28,411,816 $ 230,773 $ 89,058 $ 862

(1) Net unrealized holding gain on securities of $1,779 (net of $1,098 tax expense) less reclassification adjustment for net gainsincluded in

net earnings of $130 (net of $80 tax expense)

(2) Net unrealized holding gain on securities of $1,010 (net of $705 tax expense) plus reclassification adjustment for net lossesincluded in

net earnings of $302 (net of $195 tax benefit)

(3) Net unrealized holding loss on securities of $2,858 (net of $1,849 of tax benefit) plus reclassification adjustment for net gainsincluded in

net earnings of $1,308 (net of $847 tax expense)
See notes to consolidated financial statements.
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UMPQUA HOLDINGS CORPORATION

CONSOLIDATED STATEMENTSOF CASH FLOWS
YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001 ($000's)

2003 2002 2001
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 34,119 $ 21,968 $ 8550
Adiustments to reconcile net income to net cash provided bv (used bv) operatina activities:
Federal Home Loan Bank stock dividends (307) (466) (489)
Deferred income tax expense (benefit) 4.074 (2.304) 88
Amortization of investment premiums, net 3.618 808 360
Oriaination of loans held for sale (863.351) (777.727 (412.915)
Proceeds from sales of loans held for sale 901,386 745,824 406,351
Net decrease (increase) in tradina account assets 640 1,105 (1.904)
Provision for loan losses 4,550 3,888 3,190
Gain on sales of loans (13,484) (10,577) (1,389)
(Gain) loss on sale investment securities available-for-sale (2.155) 497 (210)
Increase in mortaage servicing rights (982) (5.424) (1,739)
Devreciation and amortization 5.961 3.768 4531
Tax benefit of stock options exercised (911) (781) (155)
Net increase in other assets (18.765) (5.503) (921)
Net increase (decrease) in other liabilities 4,552 (2.651) 4,830
Other, net (1,050) 1,502 15
Net cash provided by (used by) operating activities 57,895 (26,073) _ 8193
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of investment securities available-for-sale (399,235) (158,987) (77,369)
Purchases of investment securities held-to-maturity - - (1,395)
Purchases of Federal Home Loan Bank stock (2,115) - (4D
Sales and maturities of investment securities available-for-sale 220,157 119,236 129,416
Redemntion of Federal Home Loan Bank stock 1.843 3.747 759
Maturities of investment securities held-to-maturity 3.833 1.011 744
Net loan and |ease oriainations (226.554) (148.737 (149.888)
Purchase of loans (11,000) - (28,340)
Disnosals of furniture and eauioment 3.277 1.423 -
Acauisitions, net of cash acauired - (15,074) 7.313
Investment in subsidiary - (638) (333)
Proceeds from sales of loans 4,449 16,176 3,762
Minority interest in subsidiaries - - (2,594)
Purchases of premises and equipment (13,911) (8,767) 5,444
Net cash used by investing activities (419,256) (190,610) _(123,410)
CASH FLOWS FROM FINANCING ACTIVITIES:
Net increase in deposit liabilities 275,856 176,948 113,490
Net increase (decrease) in Fed funds purchased 35.000 (2.500) 7.500
Net increase (decrease) in securities sold under agreements to repurchase 12,299 (1,764) 17,135
Dividends paid on common stock (4.536) (3.534) (2.525)
Proceeds from the issuance of Trust preferred securities 20,000 75,000 -
Proceeds from stock options exercisec 5,653 2,285 860
Retirement of common stock (409) (228) -
Term debt borrowings 50,000 30,000 -
Repayments of term debt (19,038) (46,970) (8,416)
Net cash provided by financing activities 374,825 229,237 128,044
Net increase in cash and cash eauivalents 13.464 12.554 12.827
Cash and cash equivalents, beginning of year 120,542 107,988 95,161
Cash and cash equivalents, end of year $ 134,006 $ 120,542 $ 107,988
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid during the year for:
Interest $ 29,022 $ 22,561 $ 32,818
Income taxes $ 15,230 $ 14,045 $ 8279

See notes to consolidated financial statements.
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UMPQUA HOLDINGS CORPORATION

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001

1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations - Umpgua Holdings Corporation (the "Company") is a financia holding company headquartered in
Portland, Oregon, and is engaged primarily in the business of commercia and retail banking and the delivery of retail brokerage
services. The Company provides a wide range of banking, asset management, mortgage banking, and other financial services to
corporate, institutional and individual customers through its wholly-owned banking subsidiary Umpqua Bank (the "Bank™). The
Company engages in the retail brokerage business through its wholly owned subsidiary Strand, Atkinson, Williams & York, Inc.
("Strand"). The Company and its subsidiaries are subject to the regulations of certain National and State agencies and undergo
periodic examination by these regulatory agencies.

Basis of Financial Statement Presentation - The consolidated financial statements have been prepared in accordance with
generally accepted accounting principles and with prevailing practices within the banking and securities industries. In preparing
such financial statements, management is required to make certain estimates and judgments that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities as of the date of the balance sheet and the reported amounts
of revenues and expenses for the reporting period. Actua results could differ significantly from those estimates. Material
estimates that are particularly susceptible to significant change relate to the determination of the allowance for credit losses and
the valuation of mortgage servicing rights.

Consolidation - The accompanying consolidated financial statements include the accounts of Umpgqua Holdings Corporation,
Umpqua Bank and Strand, Atkinson, Williams & York, Inc. All significant intercompany balances and transactions have been
eliminated in consolidation.

In January 2003, the Financial Accounting Standards Board ("FASB") issued Interpretation No. 46 ("FIN 46"), Consolidation of
Variable Interest Entities. FIN 46 provides guidance on how to identify the primary beneficiary of a variable interest entity and
determine when the primary beneficiary should consolidate the variable interest entity. The recognition and measurement
provisions of this Interpretation were adopted for the Company's Trust Preferred subsidiaries effective September 30, 2003. In
December 2003 the FASB issued arevision to FIN 46. As permitted by the revised Interpretation, the Company is continuing to
evaluate the impact of this interpretation on its other variable interest entities. The final effective date of the interpretation is for
reporting periods ending after March 15, 2004.

Cash and Cash Equivalentsinclude cash and due from banks, federal funds sold and interest bearing balances due from other
banks.

Trading Account Securities - Debt securities held for resale are classified as trading account securities and reported at fair
value. Realized and unrealized gains or losses are recorded in non-interest income.

I nvestment Securities held-to-maturity are stated at cost, adjusted for amortization of premiums and accretion of discounts.
Securities available-for-sale are stated at fair value. Gains and losses on sales of securities, recognized on a specific identification
basis, areincluded in noninterest income. Net unrealized gain or loss on securities available-for-sale is included, net of tax, as a
component of shareholders' equity.

Mortgage-backed and related securities represent participating interests in pools of mortgage loans originated and serviced by the
issuers of the securities. Premiums and discounts are amortized using a method that approximates the level yield method over the
remaining period to contractual maturity, adjusted for anticipated prepayments.

Certain obligations of U.S. Government agencies are callable by the agency. Premiums on these securities are amortized using a
method that approximates the level yield method over the remaining period to the first call date. Discounts are amortized under
the level yield method over the remaining period to scheduled maturity.

Loans Held For Sale include mortgage loans and are reported at the lower of cost or market value. Gains or losses on the sale
of loans that are held for sale are recognized at the time of the sale and determined by the difference between net sale proceeds
and the net book value of the loans |ess the estimated fair value of any retained mortgage servicing rights.

Loans are reported net of unearned income. All discounts and premiums are recognized over the life of the loan as yield
adjustments.
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Leases -The aggregate lease payments to be received over the term of the leases plus the estimated residual values are
capitalized as net investment in the leases. The excess of the investment in the leases over the costs of equipment (unearned
income) is recognized as income over the term of the lease using a method that results in an approximate level yield. Gains or
losses from the sales of residual values of |eased equipment are included in other non-interest income.

Impaired Loans - Loans specifically identified as impaired are measured based on the present value of expected future cash
flows discounted at the loan's effective interest rate or the fair value of the collateral if the loan is collateral dependent. A loan is
considered impaired when, based on current information and events, it is probable that the Company will be unable to collect al
amounts due according to the contractual terms of the loan agreement, including scheduled interest payments. If the measurement
of theimpaired loans value is less than the recorded investment in the loan, impairment is recognized by creating or adjusting an
existing allocation of the allowance for credit losses. Interest received on impaired loans is applied first against the recorded
impaired loan until paid in full, next as a recovery up to any amounts charged off related to the impaired loan and lastly as
revenue.

Allowance for Credit Losses - The allowance for credit losses is established to absorb known and inherent losses primarily
resulting from loans and leases outstanding. Accordingly, all credit losses are charged to the allowance and all recoveries are
credited to it. The provision for credit losses charged to operating expense is based on past credit loss experience and other
factors, which in management's judgment deserve current recognition in estimating probable credit losses. Such other factors
include growth and composition of the loan and lease portfolio, credit concentrations, trends in portfolio volume, maturities,
delinquencies and non-accruals, the relationship of the allowance for credit losses to outstanding loans and leases, and genera
economic conditions. While management uses the best information available to base its estimates, future adjustments to the
allowance may be necessary if economic conditions, particularly in the Company's market, differ substantialy from the
assumptions used. In addition, various regulatory agencies, as an integral part of their examination process, periodically review
the Company's allowance for credit losses. Such agencies may require the Company to recognize additions to the allowance
based on their judgments about information available to them at the time of their examination. The Company's principal lending
activity is concentrated along the Interstate 5 corridor in Oregon State and southern Washington State.

Loan Fees and Direct Loan Origination Costs - Loan origination fees and direct loan origination costs are deferred and
recognized as an adjustment to the yield over the life of the related loans.

Non-Accrual Loans - Commercial and rea estate loans are placed on non-accrual status when they are 90 days past due as to
principal or interest unless the loan is both well secured and in process of collection. When aloan is placed on non-accrual status,
unpaid interest that is deemed uncollectible is reversed and charged against current earnings and all amortization of net deferred
feesor costsis discontinued.

Income Taxes are accounted for using the asset and liahility method. Under this method a deferred tax asset or liability is
determined based on the enacted tax rates which will be in effect when the differences between the financial statement carrying
amounts and tax basis of existing assets and liabilities are expected to be reported in the Company's income tax returns. The
effect on deferred taxes of a change in tax rates is recognized in income in the period that includes the enactment date. Vauation
allowances are established to reduce the net carrying amount of deferred tax assets if it is determined to be more likely than not,
that all or some portion of the potential deferred tax asset will not be realized.

Mortgage Servicing Rights - Mortgage servicing rights ("M SR") retained are measured by allocating the carrying value of the
loans between the assets sold and the interest retained, based on the relative fair value at the date of the securitization. MSR are
capitalized at their allocated carrying value and amortized in proportion to, and over the period of, estimated future net servicing
income.

The Company assesses impairment of the MSR based on the fair value of those rights. For purposes of measuring impairment,
the MSR are stratified based on interest rate characteristics (fixed-rate and adjustable-rate), as well as by coupon rate. In order to
determine the fair value of the MSR, the Company uses a model that estimates the present value of expected future cash flows.
Assumptions used in the model include market discount rates and anticipated prepayment speeds.

Premises and Equipment are stated at cost less accumulated depreciation and amortization. Depreciation is provided over the
estimated useful life of equipment, 3 to 10 years, on a straight-line or accelerated basis. Depreciation is provided over the
estimated useful life of premises, up to 39 years, on a straight-line or accelerated basis. Expenditures for mgjor renovations and
betterments of the Company's premises and equipment are capitalized. In accordance with Statement of Financial Accounting
Standards ("SFAS") No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, management reviews long-lived
assets and intangibles any time that a change in circumstance indicates that the carrying amount of these assets may not be
recoverable. Recoverability of these assets is determined by comparing the carrying value of the asset to the forecasted
undiscounted cash flows of the operation associated with the asset. If the evaluation of the forecasted cash flows indicates that the
carrying value of the asset is not recoverable, the asset is written down to fair value.

I ntangibles consist of goodwill and core deposit intangibles. Core deposit intangibles are amortized on an accelerated basis over
10 years. Intangibles are evaluated periodically for impairment.
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Other Real Estate Owned represents property acquired through foreclosures or settlement of loans and is carried at the lower
of the principal amount of the loans outstanding at the time acquired or at the estimated fair market value of the property. Other
real estate owned is recorded in other assetsin the financial statements.

Federal Home Loan Bank Stock - The Company's investment in Federal Home Loan Bank ("FHLB") stock is carried at par
value, which reasonably approximates its fair value. As a member of the FHLB system, the Company is required to maintain a
minimum level of investment in FHLB stock based on specific percentages of its outstanding mortgages, total assets or FHLB
advances. At December 31, 2003, the Company's minimum required investment was approximately $5.6 million. The Company
may request redemption at par value of any stock in excess of the minimum required investment. Stock redemptions are at the
discretion of the FHLB.

Reclassifications - Certain amounts reported in prior years financial statements have been reclassified to conform to the
current presentation. The effects of the reclassifications are not considered material.

Business Segments - SFAS No. 131, Disclosure about Segments of an Enterprise and Related Information, requires public
enterprises to report certain information about their operating segments in a complete set of financia statements to shareholders.
It also requires reporting of certain enterprisewide information about the Company's products and services, its activities in
different geographic areas, and its reliance on major customers. The basis for determining the Company's operating segments is
the manner in which management operates the business. Management has identified four primary business segments, Retail
Banking, Retail Brokerage, Mortgage Banking and Other. Retail Banking consists of the Company's 63 stores and is engaged in
full-service community banking. The Retail Brokerage segment consists of the operations of Strand. Strand provides a full range
of retail brokerage activities. The Mortgage Banking segment is a division of the Bank engaged in the origination, sae and
servicing of single family residential mortgages. Other consists of administrative overhead expenses and inter-segment
eliminations.

Stock Options and Profit Sharing Plans- The Company applies Accounting Principals Board ("APB") Opinion No. 25,
Accounting for Stock Issued to Employees, in accounting for its plan and, accordingly, no compensation cost has been recognized
for stock options in the accompanying consolidated financial statements. Had the Company determined compensation cost based
on the fair value at the grant date for the stock options under the Black-Scholes option-pricing model, as permitted, the
Company's net income would have been reduced to the pro forma amounts indicated below:

2003 2002 2001
Net income, as reported (000's) $ 34,119 $ 21,968 $ 8550
Net income, pro forma (000's) $ 33,348 $ 21,724 $ 8527
Basic earnings per share $ 121 $ 104 $ 046
Basic earnings per share, pro forma $ 118 $ 103 $ 045
Diluted earnings per share $ 119 $ 103 $ 045
Diluted earnings per share, pro forma $ 116 $ 102 $ 045

The Company has a stock option plan. For stock options issued under the plan, grants are issued with an exercise price equa to
the fair value of the shares at the date of grant. In accordance with APB Opinion No. 25, no compensation expense is recognized
for the issuance of these grants.

The Company aso has a profit sharing plan covering substantially all its employees. The contribution is determined annually by
the Board of Directors, at its discretion.

The Company has a restricted stock plan covering a select group of employees. The stock awards vest ratably over 5 years and
are recognized as expense over that same period of time.

Recently Issued Accounting Pronouncements- In January 2003, the Financial Accounting Standards Board ("FASB")
issued Interpretation No. 46 ("FIN 46"), Consolidation of Variable Interest Entities. FIN 46 provides guidance on how to
identify the primary beneficiary of a variable interest entity and determine when the variable interest entity should be
consolidated by the primary beneficiary. The recognition and measurement provision of this Interpretation were adopted for the
Company's Trust Preferred subsidiaries for the quarter ending September 30, 2003. As permitted by the Interpretation, the
Company is continuing to evaluate the impact of this interpretation on its other variable interest entities. The final effective date
of the interpretation is for reporting periods ending after December 31, 2003.

On May 31, 2003 the FASB issued SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of Both
Liabilities and Equity. This statement establishes standards for how an issuer classifies and measures certain financial
instruments with characteristics of both liabilities and equity. It requires that an issuer classify a financia instrument that is
within its scope as a liability (or an asset in some circumstances). Many of those instruments were previously classified as
equity. This statement is effective for financial instruments entered into or modified after May 31, 2003, and otherwise is
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effective at the beginning of the first interim period beginning after June 15, 2003, except for mandatorily redeemable financia
instruments of nonpublic entities. The adoption of SFAS No. 150 has not had a material impact on the Company's financial
statements.

The Securities and Exchange Commission is expected to issue a staff accounting bulletin in the first quarter of 2004 that will
require registrants to begin accounting for loan commitments on loans held for sale as written options that would be reported as
liabilities, not as assets. The change is expected to be effective for periods ending after March 15, 2004 and is not expected to
have a material impact on the Company's financial statements.

2. CASH AND DUE FROM BANKS

The Company is required to maintain an average reserve balance with the Federal Reserve Bank or maintain such reserve balance
in the form of cash. The amount of average required reserve balance for the periods ending December 31, 2003 and 2002 was
approximately $38.1 million and $18.2 million, respectively, and was met by holding cash and maintaining an average balance
with the Federal Reserve Bank.

3. INVESTMENT SECURITIES

The amortized costs, unrealized gains, unrealized losses and approximate fair values of investment securities are as follows:

December 31, 2003

Amortized Unrealized Unrealized
($000's) Cost Gains L osses Fair Value
Available-For-Sale:
U.S. Treasury and agencies $ 172,263 $ 1,165 $ 654 $ 172,774
U.S. Government agency mortgage-backed securities 257,483 1,008 3,101 255,390
Obligations of states and political subdivisions 23,542 768 43 24,267
Other investment securities 50,037 - 564 49,473
$ 503,325 $ 2941 $ 4362 $ 501,904
($000's)
Held-To-Maturity:
Obligations of states and political subdivisions $ 14,237 $ 765 $ 3 $ 14,999
Other investment securities 375 10 - 385
$ 14,612 $ 775 $ 3 $ 15384
December 31, 2002
Amortized Unrealized Unrealized
($000's) Cost Gains L osses Fair Value
Available-For-Sale:
U.S. Treasury and agencies $ 52,005 $ 1,230 $ 47 $ 53,188
U.S. Government agency mortgage-backed securities 191,418 2,249 410 193,257
Corporate obligations 3,735 15 - 3,750
Obligations of states and political subdivisions 58,517 2,441 31 60,927
Other investment securities 20,038 - - 20,038
$ 325,713 $ 5,935 $ 488 $ 331,160
($000's)
Held-To-Maturity:
Obligations of states and political subdivisions $ 17,780 $ 864 $ 51 $ 18,593
Other investment securities 675 13 662
$ 18,455 $ 864 $ 64 $ 19,255
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Gross realized gains and gross realized losses on securities available-for-sale for the years ended December 31, 2003, 2002 and

2001 were asfollows:

($000's)
U.S. Treasury and agencies

U.S. Government agency mortgage-backed securities

Corporate obligations

Obligations of states and political subdivisions

Tota

2003 2002 2001
Gains L osses Gains L osses Gains L osses
$ 5 $ - $ - $ 11 $ 199 $ 9
3 12 4 - - 10
10 - 404 904 30 -
2,264 115 10 - - -
$ 2282 $ 127 $ 418 $ 915 $ 229 $ 19

There were no securities that have had continuous unrealized losses for more than 12 months in 2003 or 2002.

Investment securities having a carrying value of $224.25 million and $170.50 million at December 31, 2003 and 2002,
respectively, were pledged to secure public deposits and for other purposes required or permitted by law.

The carrying value and fair value of debt securities at December 31, 2003 with contractual maturity dates are shown in the
following table. Securities with serial maturities, which include mortgage-backed securities, collateralized mortgage obligations
and asset-backed securities, are detailed on a separate line. Serial maturities will differ from contractual maturities because
borrowers may have the right to call or prepay obligations with or without call or prepayment penalties. Certain obligations of
U.S. government agencies and states and poalitical subdivisions are callable by the applicable agency or political subdivision.
These borrowers also have the right to call or prepay obligations with or without call or prepayment penalties.

(3000)
Duein oneyear or less
Due after one year through five years
Due after five years through ten years
Due after ten years
Serial maturities
Other investment securities
Total

4. LOANSRECEIVABLE

Available-For-Sale Held-To-Maturity
Amortized Amortized

Cost Fair Value Cost Fair Value
$ 34,010 $ 34,202 $ 100 $ 101
73,208 74,529 1,823 1,911
83,039 82,703 10,674 11,330
5,548 5,607 1,640 1,657
257,483 255,390 - -
50,037 49,473 375 385
$ 503,325 $ 501,904 $ 14,612 $ 15384

The breakdown of loans receivable for the indicated years ended December 31 are summarized as follows:

($000's)
Commercial
Red estate:
Construction
Residential and commercial
Individuals
Other
Total

2003 2002
$ 566002  $ 554,748
232,792 270,115
1,106,998 866,878
86,023 79,169

764 707

$ 1,992669  _$ 1,771,617

Included in the above balances are net deferred fees of $6.91 million and $4.76 million at December 31, 2003 and 2002,

respectively.
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At December 31, 2003, loans are comprised of fixed and variable rate instruments as follows:

($000's)

Loans at fixed rates

Loans at variable rates
Total

$ 382,782

1,609,887

$ 1,992,669

Loans at variable rates include loans that reprice immediately, as well as |oans that reprice any time prior to maturity.

Approximate loan portfolio maturities on fixed-rate loans and repricings on variable-rate loans at December 31, 2003 are as

follows:
($000's) Within 1 Year lto5Years After 5 Years Total
Commercia $ 391,754 $ 132464 $ 41874 $ 566,092
Real estate 467,635 681,261 190,894 1,339,790
Individuals 59,157 14,262 12,604 86,023
Other 764 - - 764
Total $ 919,310 $ 827,987 $ 245372 $ 1,992,669

Approximately $861.23 million of variable-rate loans will reprice within one year and an additional $683.34 million will reprice
within five years. Variable residential real estate loans have maturities between 15 and 30 years; variable commercial and

industrial real estate loans typically have maturities between 5 and 10 years.

In the ordinary course of business, the Company has made loans to its directors, executive officers, principal shareholders and
their associated and affiliated companies ("related parties’). All such loans have been made on the same terms as those prevailing
at the time of origination to other borrowers. At December 31, 2003 and 2002 outstanding loans to related parties were $2.66
million and $3.52 million, respectively. Repayments of $846,000 and new advances of $356,000 were made during the year
ended December 31, 2003. The significant decrease in loans to related parties is due to the fact that several former directors and
officers who were considered related parties at December 31, 2002 were not considered related parties at December 31, 2003.

Transactions in the allowance for credit losses of the Company for the indicated years ended December 31 are summarized as

follows:
($000's) 2003 2002 2001
Balance, January 1 $ 24,731 $ 13221 $ 9,838
Provision for credit losses 4,550 3.888 3.190
29,281 17,109 13,028
Charge-offs (6,077) (2,792) (2,146)
Recoveries 2,148 558 476
Net charge-offs (3,929) (2,234) (1,670)
Acquisitions - 9,856 1,863
Balance, December 31 $ 25,352 $ 24731 $ 13,221
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A summary of non-accrua loans and the related loss of interest income is presented below:

($000's) 2003 2002

Non-accrual loans December 31 $ 10,498 $ 15,152

Interest income that would have been earned during the year at $ 405 $ 406
original contractual rates

Interest income actually recognized during the year $ 79 $ 113

At December 31, 2003 the Company had $963,000 of |oans that were considered impaired under SFAS No. 114, Accounting for
Impaired Loans, included in non-accrual loans. The Company had loans totaling $6.55 million considered impaired at
December 31, 2002. The allowance alocated to impaired |oans was $0 and $0 at December 31, 2003 and 2002, respectively. The
amount of the allowance against impaired loans was determined after measuring impairment based on the present value of the
expected future cash flows discounted at the loan's effective rate. The average recorded investment in impaired loans was
approximately $1.15 million and $640,000 for the years ended December 31, 2003 and 2002.

All of the Bank's loans, commitments and commercia and standby letters of credit have been granted to customers in the Bank's
market area. Investments in state and municipal securities are not significantly concentrated within any one region of the United
States. The distribution of commitments to extend credit were granted primarily to commercial borrowers as of December 31,
2003. The Bank's loan policy does not allow the extension of credit to any single borrower or group of related borrowers in
excess of atotal of $20 million without approval from the Board of Directors.

5. PREMISESAND EQUIPMENT

The detail of premises and equipment is as follows:

($000's) 2003 2002
Land $ 8,553 $ 9,171
Buildings 51,185 41,455
Furniture, fixtures and equipment 45,446 32,078
105,184 82,704
L ess accumulated depreciation and amortization 41,856 24,119
Tota $ 63,328 $ 58,585

6. MORTGAGE SERVICING RIGHTS

Mortgages serviced for others are not included in the accompanying balance sheets. Loans serviced for others totaled $1.170
billion and $985 million at December 31, 2003 and 2002, respectively. In order to determine the fair value of the MSR, the
Company uses a model that estimates the present value of expected future cash flows. Assumptions used in the model include
market discount rates and anticipated prepayment speeds. In addition, the Company uses market comparables for estimates of the
cost of servicing, inflation rates and ancillary income.

Annua Report Page 32



The key assumptions used in impairment testing of the MSR included a weighted average constant prepayment rate ("CPR") of
17.3% and a discount rate of 8.796%. The changes in the balance of capitalized mortgage servicing rights were as follows:

($000's) 2003 2002 2001

Balance, beginning of year $ 9316 $ 4876 $ 3137
Additions for new mortgage servicing rights capitalized 6,671 8,067 4,038
Amortization of servicing rights (5,289) (2,406) (1,303)
Impairment charge (90) (1,221) (996)

$ 10,608 $ 9316 $ 4876

The impairment charge is established through a valuation allowance which is adjusted as needed through a charge to operations.

7. GOODWILL AND OTHER INTANGIBLES

Goodwill and other intangible assets consisted of the following at December 31, 2003 and 2002:

($000's) Gross Carrying Amount
Intangible assets carrying value 2003 2002
Core deposit intangible, net $ 1,955 $ 2,359
Goodwill 157,630 158,608
Mortgage servicing rights, net 10,608 9,316
Total $ 170,193 $ 170,283

At December 31, 2003 and 2002 the Company had $809,000 and $405,000 of accumulated amortization related to core deposit
intangibles. The Company adopted SFAS No. 142, Goodwill and Other Intangible Assets, on January 1, 2002 and, accordingly,
no longer amortizes goodwill.

Amortization and write-downs of intangible assets for 2003 and 2002 was as follows:

Amortization and write-downs

($000's) Y ears Ended December 31
i ! izat] impai 2003 2002
$ 404 $ 405
Mortgage servicing rights 5,379 3,627
Total $ 5,783 $ 4,032

Forecasted existing intangible asset amortization for the next five yearsis as follows:

. | - : )
For year ended 12/31/04 $ 2,139
For year ended 12/31/05 1,957
For year ended 12/31/06 1,913
For year ended 12/31/07 1,854
For year ended 12/31/08 1,764
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Core deposit intangibles are recorded at the Retail Banking segment and mortgage servicing rights are recorded at the Mortgage
banking segment. Goodwill by segment was as follows at December 31, 2003 and 2002:

($000's) Retail Retail
Goodwill: Banking Brokerage
Balance, December 31, 2002 $ 154,911 $ 3,697
Adjustments (1) (1,228) -
Additions 250 -
Balance, December 31, 2003 $ 153,933 $ 3,697

(1) Included in adjustments is the fair value of assets and liabilities acquired in the Centennial acquisition recorded during the
purchase price alocation period which ended on November 15, 2003.

Y ears Ended December 31,

2003 2002 2001

($000's except per share data)

Reported net income $ 34119 $ 21,968 $ 8,550
Add back: goodwill amortization - - 1,134
Adjusted net income $ 34119 $ 21,968 $ 9,684

) )
Reported basic earnings per share $ 121 $ 1.04 $ 0.46
Add back: goodwill amortization - - 0.06
Adjusted basic earnings per share $ 1.21 $ 1.04 $ 0.52
il ) I

Reported diluted earnings per share $ 1.19 $ 1.03 $ 0.45
Add back: goodwill amortization - - 0.06

Adjusted diluted earnings per share $ 1.19 $ 1.03 $ 0.51

8. TIMEDEPOSITS

Included in time deposits at December 31, 2003, and 2002 are $288.93 million and $248.39 million respectively, of deposits
$100,000 or greater.

The following table sets forth, by remaining maturity, time certificates of deposit at December 31, 2003 and 2002:

Time Deposits of All Other

($000's) $100 thousand or More _ Time Deposits Total
December 31, 2003
Three months or less $ 83,486 $ 80,944 $ 164,430
Over three months through twelve months 137,517 143,142 280,659
Over twelve months through three years 49,776 58,257 108,033
Over three years 18,149 22,327 40,476

Tota $ 288,928 $ 304,670 $ 593,598
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Time Deposits of All Other

($000's) $100 thousand or More _ Time Deposits Total
December 31, 2002
Three months or less $ 67,517 $ 77,060 $ 144,577
Over three months through twelve months 116,537 179,797 296,334
Over twelve months through three years 52,771 107,303 160,074
Over three years 11,560 19,898 31,458
Total $ 248,385 $ 384,058 $ 632,443
9. SECURITIESSOLD UNDER AGREEMENTS TO REPURCHASE
Weighted Carrying Market
Average Value of Value of
Repur chase I nterest Underlying Underlying
Amount Rate Assets Assets
($000's)
December 31, 2003 $ 43,531 1.40% $ 44,422 $ 44,224
December 31, 2002 $ 31,232 1.43% $ 31,458 $ 31,458

The securities underlying agreements to repurchase entered into by the Bank are for the same securities originally sold, with a one day maturity. In al
cases, the Company maintains control over the securities. Securities sold under agreements to repurchase averaged approximately $34.89 million for
the year ended December 31, 2003, and the maximum amount outstanding at any month end for the year ended December 31, 2003 was $43.56
million. Investment securities are pledged as collateral in an amount equal to the repurchase agreements.

10. LEASE COMMITMENTS

The Company is obligated under a number of noncancelable operating leases for land, buildings and equipment. The majority of these
leases have renewal options. In addition, some of the leases contain escalation clauses tied to the consumer price index with caps.

The Company's future minimum rental payments required under land, buildings and equi pment operating leases that have initial or
remaining noncancelable |ease terms of one year or more are as follows ($000's):

Year Ending
December 31,
2004
2005
2006
2007
2008
Thereafter

Tota

$ 2,913
2,930

2,657

2,404

2,238

12,184

————

$ 2536

Rent expense applicable to operating leases for the years ended December 31, 2003, 2002 and 2001 was $3.08 million, $1.21 million and $1.02

million, respectively.
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11. INCOME TAXES

The following is a summary of consolidated income tax expense (benefit):

Current Deferred Tota
Y ear ended December 31, 2003 ($000's):
Federal $ 11,701 $ 3,390 $ 15,091
State 2,602 684 3,286

$ 14,303 $ 4074 $ 18,377

Y ear ended December 31, 2002 ($000's):
Federal $ 12,152 $ (1,917) $ 10,235
State 2.453 (387) 2.066
$ 14,605 $ (2,304) $ 12,301

Y ear ended December 31, 2001 ($000's):
Federal $ 5,257 $ 73 $ 5,330
State 1,061 15 1,076
$ 6,318 $ 88 $ 6,406

A reconciliation of the Company's expected tax expense using the U.S. Federal income tax statutory rate to the actual effective

rateis asfollows:

2003 2002 2001
Statutory Federal income tax rate 35.0 % 35.0% 35.0 %
Tax-exempt income (20 (3.1 (6.5
State tax, net of Federal income tax benefit 41 4.3 53
Tax credits 3 - -
Amortization of intangibles - - 32
Nondeductible merger expenses - - 4.8
Other (0.8 (0.3) 1.0
Effective income tax rate 35.0 % 35.9% 12.8 %
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The tax effects of temporary differences which give rise to significant portions of deferred tax assets and deferred tax liabilities at
December 31 are as follows:

($000's) 2003 2002
Deferred tax assets:
Loans receivable, due to allowance
for loan losses $ 9572 $ 8,000
Net operating loss carryforward 2,190 -
Deferred bonus 558 1,348
Accrued liabilities 353 588
Other 1,039 1,100
Total gross deferred tax assets 13,712 11,036

Deferred tax liabilities:

Investment securities, due to accretion of discount 372 370
Excess tax over book depreciation 4,404 2,867
Investment securities, due to FHLB stock dividends 1,621 -
Unrealized gain on investment securities - 2,125
Deferred loan fees 1,627 1,223
Leased assets 2,258 -
Other 1,025 692
Total gross deferred tax liabilities 11,307 7,277
Net deferred tax assets $ 2405 $ 3,759

There was no valuation allowance for deferred tax assets as of December 31, 2003 and 2002. The Company has determined that
it is not required to establish a valuation allowance for the deferred tax assets as management believes it is more likely than not
that the deferred tax asset of $14.02 million and $11.04 million at December 31, 2003 and 2002, respectively, will be realized
principally through carryback to taxable incomein prior years, future reversals of existing taxable temporary differences, and to a
minor extent, future taxable income. Management believes that future taxable income will be sufficient to realize the benefits of
temporary deductible differences that cannot be realized through carryback to prior years or through the reversal of future
temporary taxable differences.

12. ACQUISITIONS

On November 15, 2002 the Company completed the acquisition of Centennial Bancorp ("CEBC"). Each share of CEBC stock
was exchanged for .5343 shares of Umpqua stock, or $9.35 in cash, or a combination thereof resulting in the issuance of
7,819,081 new shares. The acquisition was accounted for using the purchase method of accounting and, accordingly, the assets
and liabilities of CEBC were recorded at their respective fair values. Goodwill, the excess of the purchase price over the net fair
value of the assets and liabilities acquired, was recorded at $135 million.

The Company acquired Linn Benton Bank ("LBB") on December 28, 2001 for 887,453 shares of common stock and $7.99
million in cash. The acquisition was accounted for using the purchase method of accounting. Accordingly, the assets and
liahilities of LBB have been recorded at their respective fair values at the effective date of the acquisition. Goodwill, the excess
of the purchaseprice over the net fair value of the assets and liabilities acquired, was recorded at $10 million. At the time of the
acquisition, LBB had total loans of $91 million, total assets of $128 million and total deposits of $99 million.

The following information presents unaudited pro forma results of operations for the years ended December 31, 2002 and 2001 as
though the LBB and CEBC acquisitions had occurred on January 1, 2001. The pro forma results do not necessarily indicate the
results that would have been obtained had the acquisitions actually occurred on January 1, 2001.
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($000's except per share data)

Net interest income

Provision for credit losses

Non-interest income

Non-interest expense

Income before provision for income taxes
Provision for income taxes

Net income

Basic earnings per share
Diluted earnings per share

Years Ended December 31,

(unaudited)

2002 2001

$ 109,885 $ 100,453
10,494 7,140
34,022 29,578
91,923 89,195
41,490 33,696
15,051 13,498

$ 26,439 $ 20,198
$ 0.95 $ 0.76
$ 0.93 $ 0.75

The fair values of the CEBC assets acquired and liabilities assumed as of November 15, 2002 were initially recorded as follows

($000's):

Investment securities
Loans and leases, net
Premises

Goodwill

Other intangibles
Other assets

Deposits

Securities sold under agreements to repurchase
Other borrowings

Other liabilities

Acquisition cost, net of cash acquired

$ 96,977
632,895
16,147
134,515
352

14,787

$ 895673

$ 722,225
7,281
10,172
9,968
146,027

$ 895,673

Subsequent to the acquisition, certain of these assets were adjusted as part of the allocation of the purchase price.

On December 30, 2001, Umpgua Holdings Corporation ("UMPQ") merged with Independent Financial Network, Inc. ("INFN").
Each share of INFN stock was exchanged for .80 shares of UMPQ stock, resulting in the issuance of 4,348,010 new shares. The
transaction was accounted for under the pooling-of-interests method of accounting and accordingly, the assets and liabilities of
the two corporations were combined using historical cost. In conjunction with the INFN merger, the Company bought out the
minority interests in certain subsidiaries of INFN. The minority interest buyout was accounted for using the purchase method of
accounting. The Company issued 226,954 shares of UMPQ stock and recorded goodwill and core deposit intangibles of $1.52
million. All financial statements and footnotes have been restated for al periods presented to reflect the combined organization.
At the time of the acquisition INFN had total loans of $275 million, total assets of $440 million and total deposits of $352 million

On December 1, 2000, the Company merged with VRB Bancorp ("VRB"). Each share of VRB Bancorp stock was exchanged for
.8135 shares of UMPQ stock. The transaction was accounted for under the pooling-of-interests method of accounting and,
accordingly, the assets and liabilities of the two corporations were combined using historical cost. At the time of the acquisition,
VRB had total loans of $226 million, total assets of $348 million and total deposits of $310 million.
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As aresult of the mergers and merger related activities, the Company incurred expenses that were classified as merger-related.
The components of these charges for the years ended December 31 was as follows:

($000's)

Professional fees

Severance and relocation

Premises and equipment write-downs
Contract settlements

Marketing and communications
Other

Y ear s Ended December 31,

The following table summarizes activity in the Company's accrued restructuring charges:

($000'9)
CEBC merger
Beginning balance
Additions:
Charged to merger expense
Charged to goodwill
Bdance acquired from CEBC
Utilization:
Reductions credited to goodwill
Reductions credited to merger expense
Reclassifications
Payments and write-offs
Ending balance

($000's)
INEN, LBB and VRB mergers
Beginning balance
Additional expensesaccrued
Baance acquired from LBB
Utilization:
Payments and write-offs
Revison of estimated payable

Ending balance

2003 2002 2001
92 $ 224 $ 2118
526 726 1,647
657 - 1,205
- 798
169 1,079 118
638 723 724
$ 2082 $ 2752 $ 6,610
December 31,
2003 2002
$ 3,905 $ -
621 270
248
- 3,880
(1,602) -
(21)
(1,118)
(1,656) (245)
$ 377 $ 3905
December 31
2003 2002 2001
$ 237 $ 4274 $ 352
239 200 3,614
- - 645
(351 (4,053 (337
- (184) -
$ 125 $ 237 $ 4274

At December 31, 2003 the accrued restructuring liability consisted of $61,000 of accrued severance and $441,000 of accrued

contract termination charges.

The Company does not expect to incur additional merger-related expenses related to these acquisitions.

13.  FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

The Company is a party to financia instruments with off-balance-sheet risk in the norma course of business to meet the
financing needs of its customers. These financial instruments include commitments to extend credit and standby letters of credit
and financial guarantees. Those instruments involve elements of credit and interest-rate risk similar to the amounts recognized in
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the consolidated balance sheets. The contract or notional amounts of those instruments reflect the extent of the Company's
involvement in particular classes of financial instruments.

The Company's exposure to credit loss in the event of nonperformance by the other party to the financial instrument for
commitments to extend credit and standby letters of credit, and financial guarantees written, is represented by the contractual
notional amount of those instruments. The Company uses the same credit policies in making commitments and conditional
obligations as it does for on-balance-sheet instruments.

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition established in
the contract. Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee.
Since many of the commitments are expected to expire without being drawn upon, the total commitment amounts do not
necessarily represent future cash requirements. The Company's experience has been that a majority of loan commitments are
drawn upon by customers. While most commercia letters of credit are not utilized, a significant portion of such utilization is on
an immediate payment basis. The Company evaluates each customer's creditworthiness on a case-by-case basis. The amount of
collateral obtained, if it is deemed necessary by the Company upon extension of credit, is based on management's credit
evaluation of the counterparty. Collateral varies but may include cash, accounts receivable, inventory, premises and equipment,
and income-producing commercia properties.

Standby letters of credit and financial guarantees written are conditional commitments issued by the Company to guarantee the
performance of a customer to a third party. These guarantees are primarily issued to support public and private borrowing
arrangements, including commercia paper, bond financing, and similar transactions. The credit risk involved in issuing letters of
credit is essentially the same as that involved in extending loan facilities to customers. The Company holds cash, marketable
securities, or real estate as collateral supporting those commitments for which collateral is deemed necessary.

The Company has not been required to perform on any financial guarantees during the past three years. The Company has not
incurred any losses on its commitmentsin either 2003, 2002 or 2001.

14. EARNINGSPER SHARE

The following table reconciles basic earnings per common share (EPS) to diluted EPS:

For the Year Ended December 31, 2003

Weighted
Average Per Share
($000's except per share data) Income Shares Amount
Basic EPS:
Income available to common shareholders $ 34,119 28,294,291 $ 121
Effect of dilutive securities: stock options - 371,779 (0.02)
Diluted EPS $ 34,119 28,666,070 $ 1.19
For the Year Ended December 31,2002
Weighted
Average Per Share
($000's except per share data) Income Shares Amount
Basic EPS:
Income available to common shareholders $ 21,968 21,054,351 $ 1.04
Effect of dilutive securities: stock options - 251,686 (0.01)
Diluted EPS $ 21,968 21,306,037 $ 1.03
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For the Year Ended December 31, 2001

Weighted
Average Per Share
($000's except per share data) Income Shares Amount
Basic EPS:
Income available to common shareholders $ 8,550 18,781,813 $ 0.46
Effect of dilutive securities: stock options - 224,536 (0.01)
Diluted EPS $ 8550 19,006,349 $ 045

15. EMPLOYEE BENEFIT PLANS

Employee Savings Plan - The Bank's employees participate in a defined contribution profit sharing and 401(k) plan sponsored
by the Bank. At the discretion of the Bank's Board of Directors, the Bank may elect to contribute to the profit sharing plan based
on profits of the Bank. Employees become eligible to participate in the profit sharing plan the first year they achieve 1,000 hours
of service. The provision for profit sharing costs charged to expense amounted to $1.04 million, $1.66 million and $1.12 million
in 2003, 2002 and 2001, respectively.

Strand employees participate in a defined contribution profit sharing and 401(k) plan sponsored by Strand, Atkinson, Williams &
York, Inc. At the discretion of Strand's Board of Directors, Strand may elect to contribute to the profit sharing plan based on
profits of Strand. Employees become eligible to participate in the profit sharing plan upon completion of two years of service.
The provision for profit sharing costs charged to expense amounted to $17,000, $0 and $29,000 in 2003, 2002 and 2001,
respectively.

Executive Supplemental I ncome Plans - The Company sponsors various Executive Deferred Compensation Plans which are
noncontributory defined benefit plans covering a select group of key management employees. Benefits under the plans are based
on years of service, final average pay and covered compensation. All of the plans are unfunded and provide supplementary
retirement benefits to high-level employees. Expenses related to these plans totaled $165,000, $79,000 and $138,000 for the
years ended December 31, 2003, 2002 and 2001, respectively.

Certain of these retirement benefits are directly or indirectly funded through the purchase of corporate owned life insurance
policies. The recorded cash surrender value of these policies was $15.2 million and $685,000 at December 31, 2003 and 2002,
respectively.

Defined Benefit Retirement Plan - The Company sponsors various defined benefit plans covering a select group of retirees.
Benefits under the plans are paid out over 20 years. These are unfunded plans providing retirement benefits to retirees. The
benefit obligation was $2.44 million and $3.47 million at December 31, 2003 and 2002, respectively.

Restricted Stock Plan - The Company sponsors a restricted stock plan for a select group of employees. Stock awards vest
ratably over 5 years and are recognized as expense over the same period. For the years ending December 31, 2003, 2002 and
2001 the Company recognized $55,000, $0 and $0, respectively as compensation expense related to these awards.
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16. TERM DEBT

The Bank had outstanding notes from the FHLB at December 31, 2003 and 2002 as follows ($000's):

December 31, 2003 December 31, 2002

Interest Interest

Amount M aturity Rate Amount M aturity Rate
$ 50,000 August 2004 1.49% $ 2,000 April 2003 4.88%
5,000 January 2005 4.25% 38 November 2003 5.75%
10,181 December 2003 1.77%
7,000 December 2003 5.30%
5,000 January 2005 4.25%
$ 55,000 Weighted average 1.74% $ 24219 Weighted average 3.57%

Interest on the above borrowings is due monthly with the principal due at maturity, with the exception of the note due November
2003, where in addition to interest a portion of the principa was due monthly.

The maximum amount outstanding at month end during 2003 and 2002 was $72,011and $36,071, respectively. The average
balance outstanding during 2003 and 2002 was $41.70 million and $26.74 million, respectively. The average interest rates on the
borrowings was 2.48% in 2003 and 3.77% in 2002.

The Bank has pledged as collatera for these notes all FHLB stock, al funds on deposit with the FHLB, all notes or other
instruments representing obligations of third parties, and its instruments, accounts, genera intangibles, equipment and other
property in which a security interest can be granted by the Bank to the FHLB.

The Bank had unused lines of credit of $160.9 million at December 31, 2003. The FHLB requires the Bank to maintain a required
level of investment in FHLB and sufficient collateral to qualify for notes.

17. JUNIOR SUBORDINATED DEBENTURESHELD BY TRUSTSTHAT ISSUED GUARANTEED
CAPITAL DEBT SECURITIESAND TRUST PREFERRED SECURITIES

At December 31, 2003, the Company had 5 wholly-owned statutory business trusts (“trusts') that issued guaranteed preferred
beneficial interestsin the Company's junior subordinated debentures. Prior to adoption of FIN 46, 3 of these trusts were
considered consolidated subsidiaries of Umpgua Holdings Corporation. At December 31, 2002, the $75 million of preferred
securities were included in the Company's consolidated balance sheet in the liabilities section, under the caption "Trust preferred
securities," and the retained common capital securities of the issuer trusts were eliminated against the Company'sinvestment in

theissuer trusts. Distributions on the preferred securities were recorded as interest expense on the consolidated statements of
income.

As aresult of the adoption of FIN 46, the Company deconsolidated all 5 issuer trusts as of September 30, 2003. Asaresult, the
junior subordinated debentures issued by the Company to the issuer trusts, totaling $97.94 million, are reflected in the Company's
consolidated balance sheet in the liabilities section at December 31, 2003 under the caption "Junior subordinated debentures held
by trusts that issued guaranteed capital debt securities." The Company will record interest expense on the corresponding junior
subordinated debentures in its consolidates statements of income. The Company also recorded the common capital securities
issued by the trustsin Other assets in its consolidated balance sheet at December 31, 2003.

The debentures issued by the issuer trusts, less the capital securities of the business trusts, continue to qualify as Tier 1 capital
under guidance issued by the Board of Governors of the Federal Reserve System.
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18. SHAREHOLDERS EQUITY

The Company is subject to various regulatory capital requirements administered by the federal banking agencies. Failure to meet
minimum capital requirements can initiate certain mandatory and possible additional discretionary actions by regulators that, if
undertaken, could have a material effect on the Company's financial statements. Under capital adequacy guidelines and the
regulatory framework for prompt corrective action, the Company must meet specific capital guidelines that involve quantitative
measures of the Company's assets, liabilities, and certain off balance sheet items as calculated under regulatory accounting
practices. The Company's capital amounts and classifications are al so subject to qualitative judgments by the regulators about risk
components, asset risk weighting, and other factors.

Risk based capital guidelines issued by the Federal Reserve Bank establish a risk adjusted ratio relating capital to different
categories of assets and off balance sheet exposures for bank holding companies. The Company's Tier 1 capital is comprised
primarily of common equity, and excludes the equity impact of adjusting available-for-sale securities to fair value. Tota capital
also includes a portion of the allowance for credit |osses, as defined according to regulatory guidelines.

Quantitative measures established by regulation to ensure capital adequacy require the Company to maintain minimum amounts
and ratios (set forth in the table below) of total and Tier | capital to risk-weighted assets (as defined in the regulations), and of
Tier | capital to average assets (as defined in the regulations). Management believes, as of December 31, 2003 that the Company
meets all capital adequacy requirements to which it is subject.

The Company's actual capital amounts and ratios are presented in the following table:

To Be Well Capitalized

For Capital Under Prompt Corrective
Actual Adeguacy pur poses Action Provisions
($000's) Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2003:
Total Capital
(to Risk Weighted Assets) $ 279,474 11.73% $ 190,621 8.00% $ 238,277 10.00%
Tier | Capital
(to Risk Weighted Assets) $ 254,122 10.67% $ 95311 4.00% $ 142,966 6.00%
Tier | Capital
(to Average Assets) $ 254,122 9.40% $ 108,135 4.00% $ 135,169 5.00%
As of December 31, 2002:
Total Capital
(to Risk Weighted Assets) $ 223,650 10.74% $ 166,546 8.00% $ 208,182 10.00%
Tier | Capital
(to Risk Weighted Assets) $ 198,919 9.56% $ 83,273 4.00% $ 124,909 6.00%
Tier | Capital
(to Average Assets) $ 198,919 10.42% $ 76,384 4.00% $ 95,480 5.00%

The Bank is a state chartered bank with deposits insured by the Federal Deposit Insurance Corporation (“FDIC") and is hot a
member of the Federal Reserve System, and is subject to the supervision and regulation of the Director of the Oregon Department

of Consumer and Business Services, administered through the Division of Finance and Corporate Securities and to the
supervision and regulation of the FDIC. As of December 31, 2003, the most recent notification from the FDIC categorized the
Bank as well capitalized under the regulatory framework for prompt corrective action. There are no conditions present since the
notification that management believes have changed the Bank's category.
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19. EMPLOYEE STOCK OPTION PLAN

The Company adopted a new stock option plan that was approved by shareholdersin April 2003 which provided for grants of up
to 2 million shares. The plan further provides that no grants would be issued if existing options and later grants under the 2003
stock option plan exceed 10% of outstanding shares. Under the plan, the exercise price of each option equals the market price of
the Company's stock on the date of the grant, and an option's maximum term is ten years. Options vest upon meeting performance
criteria, but in all circumstances no later than six years after the date of the grant. Upon adoption of the plan, the previous stock
option plan, adopted by shareholdersin 1995 and 2000 were terminated.

The following table summarizes information about stock options outstanding at December 31, 2003, 2002 and 2001

2003 2002 2001

Avaae Avaae Avaae

Options PricePer Options Price Per Options PricePer

Outdanding Share Outdanding  Share Outdanding  Share
Bdane begming of yer 173004 $ 100 9099 $ 752 1069302 $ 718
Gats 225000 1906 245000 1435 21,000 544
Exadsd (456225 1066 (22343) 673 (110258 5%
LBB optionsconverted - - - - 48235 1061

CEBC opioscorvated - - 800537 un - -
Canodled and reumed toplan (57518 1347 (8304 838 (3730 537
Bdanoe end of yer 142311 $ 131 17004 $ 1020 909349 $ 752
Optiosexardsailea end of year 99019 $ 916 129530 $ 947 662983 $ 696
Aveagefar vdued optionsgranted duing yeer $ 816 $ 693 $ 180

The fair value per share of each option grant is estimated on the date of the grant using the Black- Scholes option-pricing model
with the following weighted average assumptions for grantsin 2003, 2002 and 2001:

Year Ended
December 31, 2003 December 31, 2002 December 31, 2001
Expected volatility 45.00% 46.00% 46.10%
Expected dividend yield 1.35% 2.09% 5.05%
Risk-free investment rate 5.00% 5.00% 5.00%
Expected life 6.8 Years 6.4 Years 7 Years

For the years ended December 31, 2003, 2002 and 2001 the Company received income tax benefits of $911,000, $781,000 and
$155,000, respectively, related to the exercise of nonqualifying employee stock options and disqualifying dispositions for the
exercise of incentive stock options. These benefits are included in cash flows from operating activities in the consolidated
statements of cash flows.
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Outstanding options at December 31, 2003 are as follows:

Wtd. Avg. Weighted Weighted
Options Remaining Average Options Average
Grant PriceRange Outstanding Contractual Life Price Exer cisable Price

$2.6956 - $4.7326 316,947 6.87 years $ 3.62 314,571 $ 3.61
$5.1300 - $6.9452 107,315 4.21 years 5.70 85,060 5.78
$7.3500 - $8.6250 83,332 6.08 years 8.35 65,506 8.36
$9.0000 - $10.2500 149,383 5.79 years 9.69 127,224 9.70
$12.0000 - $13.9000 354,553 6.79 years 12.88 229,455 12.65
$14.1500 - $15.7500 63,639 7.73 years 14.82 28,236 14.73
$16.3900 - $17.7100 69,627 6.81 years 16.88 37,627 16.63
$18.5800 - $19.8100 278,531 7.94 years 19.16 63,531 19.81
$20.5300 - $21.4400 18,984 7.34 years 20.75 8,984 20.70
1,442,311 6.79 years $ 11.31 960,194 $ 9.16

20. COMMITMENTS AND CONTINGENCIES

The Company and its subsidiaries are defendants in various legal proceedings. Management, after reviewing these actions and
proceedings with legal counsel, believes that the outcome of such proceedings will not have a materially adverse effect upon the
financial position or results of operations of the Company and its subsidiaries.

In the normal course of business, there are various commitments and contingent liabilities outstanding, such as commitments to
extend credit. At December 31, 2003, the Company had approximately $10.9 million committed under standby letters of credit.
The Company issues these standby letters of credit using the same guidelines as a direct loan. Management anticipates no
material losses as aresult of these transactions.

At December 31, 2003, outstanding commitments to advance funds amounted to approximately $474.8 million of which
approximately $141.6 million were for real estate loan commitments. Other loan commitments to extend credit, which include
commercial and consumer lines of credit, totaled $333.2 million.

At December 31, 2003 the Company had firm commitments to sell $41.3 million of residential loans. These agreements are short-
term fixed rate commitments and no material gain or lossis likely.

21. FAIR VALUE OF FINANCIAL INSTRUMENTS

The following is presented pursuant to the requirements of SFAS No. 107, Disclosures about Fair Value of Financial
Instruments.
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The estimated fair values of the Company's financial instruments are as follows:

December 31, 2003 December 31, 2002
Carrying Fair Carrying Fair

($000's) Value Value Value Value
Financial assets:

Cash and due from banks $ 134,006 $ 134,006 $ 120,542 $ 120,542

Trading account assets 1,265 1,265 1,905 1,905

Securities available-for-sale 501,904 501,904 331,160 331,160

Securities held-to-maturity 14,612 15,384 18,455 19,255

Mortgage loans held for sale 37,798 37,798 62,349 62,349

Loans and leases, net 1,978,235 1,995,663 1,753,584 1,774,201

FHLB stock 7,168 7,168 6,589 6,589

Mortgage servicing rights 10,608 10,608 9,316 9,316
Financial liabilities:

Deposits $ 2,378,192 $ 2,382,607 $ 2,103,790 $ 2,118,555

Securities sold under agreement to repurchase 43,531 43,531 31,232 31,232

Fed funds purchased 40,000 40,000 5,000 5,000

Term debt 55,000 54,598 2,419 24,543

Junior Subordinated Debentures held by Trusts

that issued guaranteed capital debt securities 97,941 97,941 - -

Trust Preferred securities - - 75,000 75,000
Derivative financia instruments:

Rate lock commitments $ 96 $ 96 $ 623 $ 623

Forward sales agreements a72) (172) (345) (345)

The following methods and assumptions were used to estimate the fair value of each class of financial instrument for which it is
practicable to estimate that value. The estimated fair value amounts have been determined using available market information and
appropriate valuation methodol ogies. However, considerable judgment is necessarily required to interpret market data to develop
the estimates of fair value. Potential tax ramifications related to the realization of unrealized gains and losses that would be
incurred in an actual sale have not been taken into consideration.

Cash and Short-Term Investments - For short-term instruments, including cash and due from banks, and interest-bearing
deposits with banks, the carrying amount is a reasonabl e estimate of fair value.

Securities - For trading securities, securities available-for-sale and securities held-to-maturity, fair value estimates are based on
quoted market prices or dealer quotes.

Loans - Fair values are estimated for portfolios of loans with similar financial characteristics. Loans are segregated by type,
including commercial, real estate and consumer loans. Each loan category is further segregated by fixed and variable rate,
performing and nonperforming categories. For variable rate loans, carrying value approximates fair value. Fair value of fixed rate
loans is calculated by discounting contractual cash flows at rates which similar loans are currently being made.

Deposit Liabilities - The fair value of deposits with no stated maturity, such as non-interest-bearing deposits, savings and
interest checking accounts, and money market accounts, is equal to the amount payable on demand as of December 31, 2003 and
2002. The fair value of certificates of deposit is based on the discounted value of contractual cash flows. The discount rate is
estimated using the rates currently offered for deposits of similar remaining maturities.

Term Debt - The fair value of medium term notes is calculated based on the discounted value of the contractual cash flows
using current rates at which such borrowings can currently be obtained.

Junior Subordinated Debentures held by Trusts that issued guaranteed capital debt securities and Trust

Preferred Securities - These securities bear a variable rate of interest and therefore the carrying amount approximates fair
value.
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Other Assetsand Liabilities - The carrying amount of financial instruments in these classifications is a reasonable estimate of
fair value due to their short-term nature.

22. SEGMENT INFORMATION

During 2003, the Company operated three primary segments, the retail banking, mortgage banking and the retail brokerage
segments. The retail banking segment consists of the Company's subsidiary Umpqua Bank which operates 63 stores from
Ashland to Portland along the I-5 corridor, the Oregon coast and Southwest Washington state. The Bank offers loan and deposit
products to its customers who consist of individuals, state and local governmental bodies, and small to medium size commercial
companies. The mortgage banking segment originates, sells and services residential mortgage loans. The retail brokerage
segment consists of the Company's subsidiary Strand, Atkinson, Williams & York. Strand offers a full range of retail brokerage
services and products to its clients who consist primarily of individual investors. The Company accounts for intercompany fees
and services at an estimated fair value according to regulatory requirements for services provided. Intercompany items relate
primarily to management services and interest on intercompany borrowings.

Summarized financial information concerning the Company's reportable segments and the reconciliation to the Company's
consolidated resultsis shown in the following tables:

Year Ended December 31, 2003

Retail Retail Mortgage Consoli-

($000's) Banking Brokerage Banking Other dated
Interest income $ 133,743 $ 69 $ 8,292 $ 28 $ 142132
Interest expense 21.549 - 3.505 3.716 28.860

Net interest income (expense) 112,194 69 4,697 (3,688) 113,272
Provision for credit |osses 4,354 - 196 - 4,550
Noninterest income 17,762 9,711 11,691 (121) 39,043
Noninterest expense 71,641 9,665 11,066 411 92,783
Intangible amortization 404 - - - 404
Merger related expenses 1,966 116 - - 2,082

Income (loss) before taxes 51,995 (1) 5,126 (4,220) 52,496
Provision (benefit) for income taxes 18,238 (16) 1813 (1,658) 18,377

Net income (l0ss) $ 33757 $ 15 $ 3,313 $ (2,562 $ 34119
Total assets $ 2,868,706 $ 7,153 $ 81524 $ 6,432 $ 2,963,815
Loans and leases $ 1,970,382 $ - $ 33,205 $ - $ 2,003,587
Deposits $ 2,386,749 $ - $ 185 $ (8,742) $ 2,378,192
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Year Ended December 31, 2002

Retail Retail Mortgage Consoli-

($000's) Banking Broker age Banking Other dated
Interest Income $ 94,650 $ 82 $ 5,565 $ 28 $ 100,325
Interest expense 20,471 116 2,461 749 23,797

Net interest income (expense) 74,179 (34) 3,104 (722) 76,528
Provision for credit losses 3,688 - 200 - 3,888
Noninterest income 10,068 9,162 9,320 (207) 28,343
Noninterest expense 47,806 8,703 6,320 728 63,557
Intangible amortization 405 - - - 405
Merger related expenses 2,637 101 - 14 2,752

Income (loss) before taxes 29,711 324 5,904 (1,670) 34,269
Provision (benefit) for income taxes 10,546 98 2,320 (663) 12,301

Net income (l0ss) $ 19,165 $ 226 $ 3,584 $ (1,007 $ 21968
Total assets $ 2,426,233 $ 7,678 $ 118,650 $ 3,403 $ 2,555,964
Loans and leases $ 1,730,519 $ - $ 47,796 $ - $ 1,778,315
Deposits $ 2,101,119 $ - $ 7,347 $ (4,676) $ 2,103,790

Year ended December 31, 2001
Retail Retail Mortgage Consoli-

($000's) Banking Brokerage Banking Other dated
Interest income $ 84,928 $ 90 $ 3,096 $ (76) $ 88,038
Interest expense 30,806 - 1,402 201 32,409

Net interest income (expense) 54,122 90 1,694 (277) 55,629
Provision for credit losses 3,165 - 25 - 3,190
Noninterest income 10,991 8,309 4,211 (113) 23,398
Noninterest expense 38,151 7,847 3,980 3,159 53,137
Intangible amortization 729 226 - 179 1,134
Merger related expenses 6.446 153 - 11 6.610

Income (loss) before taxes 16,622 173 1,900 (3,739) 14,956
Provision (benefit) for income taxes 6,960 152 714 (1,420) 6,406

Net income (l0ss) $ 9,662 $ 21 $ 1,186 $ (2,319 $ 8,550
Total assets $ 1,376,676 $ 8,187 $ 56,101 $ (12,253) $ 1,428,711
Loans and leases $ 964,474 $ - $ 51,668 $ - $ 1,016,142
Deposits $ 1,205,432 $ - $ 2,987 $  (3,526) $ 1,204,893
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23. PARENT COMPANY FINANCIAL STATEMENTS

Condensed Balance Sheets ($000's)

Assets
Non-interest-bearing deposits with subsidiary banks
Investmentsin:
Bank subsidiary
Nonbank subsidiary
Receivable from bank subsidiary
Receivable from nonbank subsidiary
Other assets
Total assets

Liabilities and shareholders equity
Payable to bank subsidiary
Other ligbilities
Junior subordinated debentures held by trusts that
issued guaranteed capital debt securities
Intercompany subordinated debentures
Total liabilities
Shareholders’ equity
Total liabilities and shareholders' equity

December 31,

2003 2002
$ 8,742 $ 4,675
395,375 349,160
7,139 6,507
2,865 2,763
3,495 3,451
$ 417,616 $ 366,556
$ 11 $ 44
695 3,353

97,941 -
- 75,000
98,647 78,397
318,969 288,159
$ 417,616 $ 366,556

Y ears Ended December 31,

Condensed Statements of Income ($000's) 2003 2002 2001
Income
Dividends from subsidiaries $ 6,100 $ 25,385 $ 15,100
Other income 270 150 839
Total income 6,370 25,535 15,939
Expenses
Management fees paid to subsidiaries 81 157 142
Other expenses 4,406 1,688 3,962
Total expenses 4,487 1,845 4,104
Income before income tax and equity in undistributed
earnings of subsidiaries 1,883 23,690 11,835
Income tax benefit (1,658) (664) (1,216)
Net income before equity in undistributed earnings
of subsidiaries 3,541 24,354 13,051
Equity (deficit) in undistributed earnings of subsidiaries 30,578 (2,386) (4,501)
Net income $ 34,119 $ 21,968 $ 8,550
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Condensed Statements of Cash Flows ($000's)

Operating activities:
Net income
Adjustment to reconcile net income to net cash
provided by operating activities:
(Equity) deficit in undistributed earnings of
subsidiaries
Amortization of deferred compensation
(Decrease) increase in other liabilities
Decrease (increase) in other assets
Net cash provided by operating activities

Investing activities:
Investment in subsidiary
Acquisitions
Net (decrease) increase in receivables from subsidiaries
Net cash used by investing activities

Financing activities:

Net (decrease) increase in payables to subsidiaries

(Decrease) increase in other borrowings

Proceeds from the issuance of intercompany
subordinated debentures

Dividends paid

Stock repurchased

Proceeds from exercise of stock options
Net cash provided by financing activities

Change in cash and cash equivaents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Y ears Ended December 31,

2003 2002 2001
$ 34119 $ 21,968 $ 8,550
(30,578) 2,386 4,501
149 140 ]
(2,658) (6,055) 7,810
2,897 (1.872) 778
3,929 16,567 21,639
(20,435) (94,242) (10,937)
- 1,365 -
(102) 8784 (9.190)
(20,537) (84,093) (20,127)
(33) 44 (16)
- (3,763) 1,763
20,000 75,000 -
(4,536) (3,534) (2,525)
(409) (228) -
5,653 2,285 860
20,675 69,804 82
4,067 2,278 1,504
4,675 2397 803
$ 8,742 $ 4,675 $ 2397
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SUBSIDIARIES OF THE REGISTRANT

Name of
Subsidiary

Umpqua Bank

Strand, Atkinson, Williams & York, Inc.

Umpqua Statutory Trust |

Umpqua Statutory Trust 11

Umpqua Statutory Trust 111

Umpqua Statutory Trust 1V

Umpqua Statutory Trust V

Jurisdiction
of Incorporation

Oregon

Oregon

Connecticut

Delaware

Delaware

Delaware

Delaware

EXHIBIT 21.1

Name Under Which
Business |s Conducted

Umpqua Bank
UmpquaBank Mortgage

Strand, Atkinson, Williams & Y ork



EXHIBIT 23.1
INDEPENDENT AUDITORS CONSENT

We consent to the incorporation by reference in Registration Statement Nos. 333-105637, 333-101357, 333-77259, and
333-58978 of Umpqua Holdings Corporation on Form S-8 of our report dated February 27, 2004 (which expresses an
unqualified opinion) appearing in this Annual Report on Form 10-K of Umpqgua Holdings Corporation for the year
ended December 31, 2003.

/9 Deloitte & Touche LLP

Portland, Oregon
March 12, 2004



EXHIBIT 31.1
Certification
of
Chief Executive Officer under 8302 of the Sarbanes-Oxley Act of 2002

I, Raymond P. Davis, certify that:
1. | have reviewed this quarterly report on Form 10-K of Umpqua Holdings Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant's other certifying officers and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15e and 15d-15(e)) and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

¢) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred
during the registrant's fourth fiscal quarter that has materially affected, or is likely to materially affect the
registrant'sinternal control over financial reporting; and

5. The registrant's other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant's auditors and the audit committee of registrant's board of directors (or persons
performing the equivalent function):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting, which are reasonably likely to adversely affect the registrant's ability to record, process,
summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant's internal control over financial reporting.

Date: March 12, 2004 /s Raymond P. Davis
Raymond P. Davis
President and Chief Executive Officer




EXHIBIT 31.2
Certification
of
Chief Financial Officer under 8302 of the Sarbanes-Oxley Act of 2002

I, Daniel A. Sullivan, certify that:
1. | have reviewed this quarterly report on Form 10-K of Umpqua Holdings Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant's other certifying officers and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15e and 15d-15(e)) and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

¢) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred
during the registrant's fourth fiscal quarter that has materially affected, or is likely to materially affect the
registrant'sinternal control over financial reporting; and

5. The registrant's other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant's auditors and the audit committee of registrant's board of directors (or persons
performing the equivalent function):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting, which are reasonably likely to adversely affect the registrant's ability to record, process,
summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant's internal control over financial reporting.

Date: March 12, 2004 /s Danidl A. Sullivan
Daniel A. Sullivan
Executive Vice President
Chief Financial Officer
Principal Accounting Office




EXHIBIT 32
CERTIFICATION
OF
CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
UNDER § 906 OF THE SARBANES-OXLEY ACT OF 2002
This certification is given by the undersigned Chief Executive Officer and Chief Financial Officer of Umpqua Holdings

Corporation (the "registrant") pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. Each of the undersigned hereby

certifies, with respect to the registrant's annual report on Form 10-K for the period ended December 31, 2003 as filed with the
Securities and Exchange Commission on the date hereof (the "Report"), that:

(0] The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act
of 1934; and
2 The information contained in the Report fairly presents, in all material respects, the financial condition and

result of operations of the registrant

[/s/ Raymond P. Davis

Raymond P. Davis

President and Chief Executive Officer
Umpqua Holdings Corporation

[/ Daniel A. Sullivan

Daniel A. Sullivan

Executive Vice President and
Chief Financia Officer
Umpqua Holdings Corporation

March 12, 2004



EXHIBIT 99.1

RISK FACTORS

The following summarizes certain risks which management believes are specific to the Company's business. These
should not be viewed as including all risks to the Company.

Umpqua is pursuing an aggressive growth strategy which may place heavy demands on its management resour ces.

Umpquais a dynamic organization that is one of the fastest-growing community financial services organizationsin the
United States. We merged with VRB Bancorp in December 2000, increasing our assets from approximately $435 million to
$785 million; acquired Linn-Benton Bank and merged with Independent Financia Network, Inc. in December 2001, to add
approximately $550 million in assets; and merged with Centennial Bancorp in November 2002 to add approximately $800
million in assets. We continue to explore other merger and acquisition opportunities. We expect that a substantial amount of
management's attention and effort will be directed at deriving the benefits and efficiencies expected from past and future mergers.
We have announced our intent to open seven new stores in 2004, to continue our growth strategy. |f we pursue our strategy too
aggressively, or if factors beyond management's control divert attention away from our integration plans, management may
become over-taxed and we might be unable to realize some or al of the anticipated benefits. Moreover, the combined Company
is dependent on the efforts of key personnel to achieve the synergies associated with our acquisitions. The loss of one or more of
our key persons could have a material adverse effect upon our ability to achieve the anticipated benefits.

Theremodeling of our branches may not be completed smoothly or within budget, which could result in reduced
earnings.

Umpgua Bank has transformed itself from atraditional community bank into a community-oriented financial services
retailer through a series of mergers and acquisitions in the past few years. In pursuing this strategy, we have remodeled many of
the bank branches to resemble retail stores that include distinct physical areas or boutiques such as a" serious about service
center," an "investment opportunity center" and "a computer café." Remodeling involves significant expenses, disrupts banking
activities during the remodeling period, and presents a new look and feel to the banking services and products being offered.
Thereisarisk that remodeling costs will exceed forecasted budgets and that there may be delaysin completing the remodels,
which could cause confusion and disruption in the business of those branches.

Involvement in non-bank businesses may involve new risks.

We have a licensed retail broker-deder subsidiary, Strand, Atkinson, Williams & York, Inc. The operation of
commercial banking and retail brokerage under common ownership has only recently been permitted by federal law, and retail
brokerage operations present special risks not previously borne by community banks. For example, the brokerage industry is
subject to fluctuationsin the stock market that may have a significant adverse impact on transaction fees, customer activity and
investment portfolio gains and losses. Likewise, additional or modified regulations may affect our banking, investment banking
and brokerage operations. A declinein fees and commissions or losses suffered in the investment portfolio could adversely affect
the subsidiary's contribution to the income of the holding company, and might increase the subsidiary's capital needs. Strand
Atkinson is subject to claim arbitration risk arising from customers who claim their investments were not suitable or that their
portfolios were too actively traded. Their risks increase when the market, as awhole, declines. The risks associated with retail
brokerage may not be supported by the income generated by those operations. As we continue to grow, we may acquire other
financial services companies whose successful integration is not assured and may present additional management challenges and
new risksto us.

Themajority of Umpqua Bank's assets ar e loans, which if not paid would result in lossesto the company.

Umpgua Bank, like other lenders, is subject to credit risk, which isthe risk of losing principal and/or interest due to
borrowers failure to repay loans in accordance with their terms. Although we have established underwriting and documentation
criteriaand most loans are secured by collateral, a downturn in the economy or the real estate market in our market areas or a
rapid increase in interest rates could have a negative effect on collateral values and borrowers' ability to repay. To the extent
loans are not serviced by borrowers, the loans are placed on non-accrual, thereby reducing interest income. To the extent loan
charge-offs exceed expectations, additional amounts must be added to the allowance for credit losses, which reduces income.

Although management believes that our allowance for credit losses at December 31, 2003 is adeguate, no assurance can
be given that an additional provision for credit losses will not be required. See Management's Discussion and Analysis of
Financial Condition and Results of Operations - "Provision for Credit Losses" and "Allowance for Credit Losses.”

A rapid changein interest rates could makeit difficult to maintain our current interest income spread and could result in
reduced earnings.



Our earnings are largely derived from net interest income, which is interest income and fees earned on loans and
investments, lessinterest paid on deposits and other borrowings. Interest rates are highly sensitive to many factorsthat are
beyond the control of our management, including general economic conditions and the policies of various governmental and
regulatory authorities. Asinterest rates change, net interest income is affected. With fixed rate assets (such as fixed rate |oans)
and liabilities (such as certificates of deposit), the effect on net interest income depends on the maturity of the asset or liability.
Although we strive to minimize interest rate risk through asset/liability management policies, from time to time maturities are not
balanced. For example, the rapid drop in short term interest rates during 2002 made it difficult to reduce interest expense as
rapidly asinterest income fell on loans contractually tied to prime rate. More recently, in mid-2003, the rapid increase in long
term home mortgage rates caused a reduction in refinance activity and the sale of some previously "locked" loans at aloss. Any
rapid increase in interest rates in the future could result in interest expense increasing faster than interest income because of fixed
rate loans and longer-term investments. Further, substantially higher interest rates generally reduce loan demand and may result
in lower loan totals. An unanticipated rapid decrease or increase in interest rates could have an adverse effect on the spreads
between the interest rates earned on assets and the rates of interest paid on liabilities, and therefore on the level of net interest
income.

Thevolatility of our mortgage banking business can adver sely affect earnings.

Changesin interest rates greatly affect the mortgage banking business. One of the principal risksinthisareais
prepayment of mortgages and their affect on mortgage servicing rights ("MSR"). We can mitigate thisrisk by purchasing
financial instruments, such as fixed rate investment securities and interest rate contracts, which tend to increase in value when
long-term interest rates decline. The success of this strategy, however, depends on management's judgments regarding the
amount, type and mix of M SR risk management instruments that we believe are appropriate to manage the changesin the fair
value of our MSR asset. If these decisions and strategies are not successful, our net income could be adversely affected.

Umpqua's banking and broker age oper ations ar e subj ect to extensive gover nment regulations, which hasincreased and
can be expected to become mor e bur densome, increase our costs and/or make us less competitive.

We and our subsidiaries are subject to extensive regulation under federal and state laws. These laws and regulations
areintended primarily to protect customers, depositors and the deposit insurance fund, rather than shareholders. Umpqua Bank is
a state chartered commercial bank subject to regulations and supervision by the Administrator of the Division of Finance and
Corporate Securities of the State of Oregon, the Washington Department of Financia Institutions and by the Federal Deposit
Insurance Corporation, which insures bank deposits. We are subject to regulation and supervision by the Board of Governors of
the Federal Reserve System. Federal and state regulations place banks at a competitive disadvantage compared to less regulated
competitors such as finance companies, credit unions, mortgage banking companies and leasing companies. Although we have
been able to compete effectively in our market areain the past, there can be no assurance that we will be able to continue to do
so. Further, future changesin federal and state banking regulations could adversely affect our operating results and ability to
continue to compete effectively.

Thefinancial servicesindustry ishighly competitive.

We face significant competition in attracting and retaining deposits and making loans as well asin providing other
financial services throughout our market area. We face pricing competition for loans and deposits. We also face competition
with respect to customer convenience, product lines, accessibility of service and service capabilities. Our most direct competition
comes from other banks, brokerages, mortgage companies and savings institutions. We also face competition from credit unions,
government-sponsored enterprises, mutual fund companies, insurance companies and other non-bank businesses.



